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The Society of 


Secretary: I. A. F. Craic, 0.B.£. 


Members use the designation Incorporated 
Accountant. Fellows may also use the initial 
letters F.s.A.A., and Associates A.S.A.A, 


Admission to membership is by examination 
subject to satisfactory completion of articles of 
clerkship for five years (university graduates 
three years). Six years’ approved professional 
experience may be accepted in lieu of five years’ 
articles. Exemption from the Preliminary 
Examination is granted on production of certain 
educational certificates. 


Articles may also be integrated with full-time 
study at certain universities. Under this scheme 
a specific university degree and the professional 
qualification can be attained in a total period of 
5% years. 


President: A. STUART ALLEN, F.S.A.A., London. 


Vice-President: C, Percy BARROwcLIFF, F.S.A.A., Middlesbrough. 


Assistant Secretary: J. D. NIGHTINGIRL, A.S.A.A. 


Incorporated Accountants and Auditors 


Deputy Secretary: C. A. EvAN-JONES, M.B.E. 


Offices and Library: INCORPORATED ACCOUNTANTS’ HALL, VicroriA EMBANKMENT, Lonpon, W.C.2. 


All candidates must pass the Intermediate and 
Final Examinations, except that graduates under 
the universities scheme are exempted from the 
Society’s Intermediate Examination. 

Some concessions may be granted in respect 
of whole-time war service. 

There are Branches of the Society in Scotland, 
Ireland, Canada, Australia, and South Africa, 
and District Societies in all parts of England and 
Wales, Northern Ireland, and India. Students’ 
Societies and Students’ Sections operate 
throughout Great Britain, Northern Ireland, and 
Eire. 

Members of the Society are not allowed to 
seek professional business by advertisements 


or circulars. 


The editorial and contributed articles and notes in AcCOUNTANCY cover a wide range of subjects 


and are selected for their general interest. The views expressed are not necessarily shared by 


the Council of the Society of Incorporated Accountants. 
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Professional Notes 


Auditor or Auditors ? 


WIDESPREAD PUBLICITY HAS BEEN GIVEN TO AN OBITER DICTUM oF Mr. JUSTICE 
Humphreys in the Critiall case, to other aspects of which we devote this month’s 
Editorial article. In his summing-up, the Judge said, as an aside : 


I think it is right to say this (although it will not affect, and is not intended to affect, 
your verdict) that it does call for consideration by the authorities whether this system of 
appointing a firm of auditors is a satisfactory one. Somebody said (I rather think it was 
Mr. Steven himself in the witness box) that the law used to be that a person signing a 
document had to accept personal responsibility for it, and he was stating his personal 
view and nobody else’s ; but now, and at any rate for years, it has been the practice that 
a firm, which may consist of nine or ten partners, can act as auditors. It may be that this 
case has shown that it is not very satisfactory, because you do not get what everybody 
desires : the personal assurance of an individual, who is an expert, that this is right. 
It turns out that all you get is, instead of a personal assurance, that the expert, it may be, 


accepted somebody else’s view. 


That there would be some advantages if the auditing of accounts could be a 
purely personal function and responsibility is, indeed, evident. But it seems to us 
that to make individual appointments compulsory would be impracticable and, 
¢ven apart from this, would involve disadvantages. that would greatly outweigh 


the advantages. 


It may be recalled that, in its evidence before the Cohen Committee on 
Company Law Amendment in 1944, the Society of Incorporated Accountants 


dealt with this suggestion, though it was 
not commented upon by the Committee 
in its report (nor, as far as we can trace, 
was the issue discussed by any other of 
the witnesses before the Committee). 
The Society said : 

Various suggestions have been received 
and considered by us . . . [One proposal 
was] that a company should be required 
to appoint an individual, and not a firm, 
to audit its accounts. . . . Comparing 
[this proposal] with the present practice 

. we have reached the conclusion that 
[it] would be unlikely to offer any real 
advantage. Where an individual auditor 
is a partner in a firm of accountants the 
detailed work of the audit is in practice 
conducted by the staff of the firm 
exactly as if the firm were the appointee, 
the only real difference being in the 
signature of the audit certificate by the 
supervising partner. If the change were 
made the legal responsibility would rest 
on the partner and not on the firm, and 

there would be the necessity to make a 

new appointment if the individual 

auditor died or retired. 

It may be added that the individual 
appointment is hardly workable where, 
as frequently happens, a partner is 
abroad or otherwise absent for long 
periods—unless the partner delegates 
his responsibilities, which virtually 
means that the appointment is no 
longer an individual one. Further, as 
was emphasised several times by Mr. 
Justice Humphreys himself during the 
Crittall case, an auditor must largely 
rely upon the assistance of others, among 
whom will often be included partners 
in his firm. Increasingly, it is necessary 
for partners to specialise in particular 
fields of accountancy (for example, 
taxation) and to be involved in an 
audit in so far as concerns aspects of 
their speciality, even though they do 
not supervise the audit itself. It there- 
fore follows, extending the point made 
by the Society in its evidence before the 
Cohen Committee, that even if an 
individual is appointed auditor, the 
work as a whole is frequently the 
concern of other partners, as well as of 
the staff and the individual partner 
concerned. 

It should also be noted that the public 
is better protected in regard to damages 
for professional negligence if the 
appointment is of a firm rather than of 
an individual partner. 

On the whole, we see no more reason 
for abandoning mandatorily the prin- 
ciple of “ collective responsibility ” in 
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auditing—though, as at present, indi- 
vidual appointments should be per- 
mitted—than in, for example, the legal 
work conducted by solicitors. 


Two Inquiries into Taxation 


A qualified welcome must be given to 
the announcement of the setting-up of 
a Royal Commission on Taxation. The 
Commission, the members of which 
have not been appointed as we go to 
press, is to inquire into the whole of the 
present system of taxation of profits, 
with particular reference to the taxa- 
tion of business profits, salaries and 
wages, but keeping in mind the 
necessity of maintaining the public 
revenue. 

While this full-scale survey should 
point the way to reforms, they will 
necessarily be in the long-term, for it 
can hardly be expected that any results 
will reach the statute book within four 
years. If the setting-up of the Com- 
mission means that urgenfly-needed 
improvements in the tax system are 
thus delayed—improvements which can 
be formulated without this elaborate 
inquiry—a great opportunity for giving 
fiscal encouragement to British industry 
will unfortunately have been lost. We 
can only hope that this is an unduly 
pessimistic view and that, at least, the 
suggestions of the first Millard Tucker 
Committee, which are expected towards 
the end of this year, will be taken into 
account by the Chancellor in advance 
of the Report of the Royal Commission. 

It is regrettable that the Commission 
will apparently not investigate capital 
taxation, including estate duties, for 
there are manifold anomalies in this 
field and wide scope for reforms. 
Another unfortunate feature of the 
Commission’s task is that it will be 
bound to put all its proposals within the 
constricting framework of the qualifying 
clause, ‘‘ keeping in mind the need for 
maintaining the public revenue.” 

As an adjunct to the Royal Com- 
mission, the second Millard Tucker 
Committee is to work separately on its 
more restricted field. It will review the 
income tax treatment of superannua- 
tion and pension schemes and of the 
contributions made under them. 

Among other things, it will consider 
whether further income tax relief 
should be given for other kinds of 
payments which individuals may make 
to provide for their retirement or old 
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age and for their dependants after 
death. Special attention is to be given 
to the position of self-employed persons 
and of others who are not subject to 
any pensions scheme. 

The exact terms of reference are as 
follows : 


1. To review the income tax law 
relating to superannuation funds and 
other arrangements, whether contractual 
or voluntary, for the provision, on retire- 
ment or death of persons holding an office 
or employment, of pensions or other 
benefits for those persons or their depen- 
dants. 

2. Generally, to review the law governing 
the treatment for income tax purposes of 
payments made by, or for the benefit of, 
individuals with a view to providing for 
the individual in his retirement or old 
age, or for his dependants after his death, 
and the treatment for income tax purposes 
of sums received by way of such provision. 

3. To consider whether any amend- 
ment of the law in regard to these matters 
is necessary or desirable ; and, in par- 
ticular, to consider whether the scope of 
income tax relief in respect of payments 
of that nature should be extended and, if 
so, in what circumstances and subject to 
what conditions, having special regard to 
the fact that contributory pensions 
schemes on the lines of those commonly 
adopted by industrial concerns are not 
at present available to all persons 
holding an office or employment, and are 
not applicable to an individual carrying 
on a profession or business ; 

And to report. 

The members of the Committee are : 
Mr. J. Millard Tucker, k.c. (chairman); 
Mr. W. S. Carrington, F.c.a.; Sir 
John J. Cater, late Chief Inspector of 
Taxes; Mr. H. Weston Howard, 
c.B.E., chairman of Hayward-Tyler and 
Co., Ltd. (hydraulic engineers) ; Mr. 
George Woodcock, m.a., Assistant 
General Secretary of the Trades Union 
Congress ; and Mr. R. C. Simmonds, 
F.1.A. The Secretary to the Committee 
is Mr. J. P. Strudwick, Secretaries’ 
Office, Inland Revenue, Somerset 
House, London, W.C.2. 

Public sittings of the Committee will 
be held at a later date. 


Building Societies— 
Sur-tax Payers 


The special arrangement under which 
building societies pay tax on their 
profits at a composite rate—at present 
5s. 2d. in the {—and dividends and 
interest on shares and deposits are 


“* tax paid ” has been a purely adminj. 
strative affair with no statutory backing 
It is to continue until April, 1959, and 
subject to special review beyond that 


date also, but in the next Finance Buf 


statutory power is to be given to th 


Inland Revenue to subscribe to jt, fh 


the enabling legislation is passed j, 
the Bill, the Chancellor will continue 
the arrangement for a further peri 
of five years in the first instance, up tg 
April, 1957. 

The proposed legislation will, hoy. 
ever, also “ regularise the position of 
sur-tax payers who invest money iy 
building societies.” At present only 
their net income from the societies js 
included in their total income for sy. 
tax assessments. In future, the grog 
equivalent will be so included. | 
remains doubtful whether dividend 
and interest will be grossed up at the 
standard rate of gs. in the £ or at the 
lower composite rate, but it seems 
probable that the less favourable stand. 
ard rate will be used. While the change 
will mean a drastic increase in the 
tax paid by the wealthier investor 
in building societies, who have invested 
heavily in them precisely because of 
the sur-tax advantage, it cannot be 
grumbled at, for it merely corrects a 
anomaly. Some building  societis 
may find themselves temporarily em- 
barrassed by the withdrawal of fund 
by larger investors, but on the whole 
the movement has built up a massive 
liquidity-ratio against a contingency 
of this kind. 


Further Education and Training 
Scheme 


Candidates for the Society’s examina- 
tions who were called up after the end 
of hostilities, and who therefore did 
not qualify for the full concessions 
granted to other ex-Service candidates, 
have received from the Ministry of 
Labour maintenance “ awards” o 
restricted periods under the Further 
Education and Training Scheme. The 
periods have been restricted to 3-3 
years, less any time served under 
articles before national service began. 

There were a few cases whelt, 
although the policy of the Ministry 
would mean that awards should be of 
restricted periods, they were not % 
restricted because they were made 
before the policy became effective. 
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backing w«iew for extension, either following 
952, and&pe completion of articles or following 
nd tha MM, examination failure. The Ministry of 
ince Bil hour has decided that in such cases 
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Ontinn#® The Society’s New Assistant 
* period Secretary 
“, UD tow. have pleasure in recording that 


_ James Darrell Nightingirl, a.s.a.a., 
has been appointed Assistant Secretary 
of the Society of Incorporated Account- 
ants. Mr. Nightingirl was articled to 
Kingscott, Dix and Co., Incorporated 
Accountants, of Gloucester. In May, 
1948, he passed the Final examination 
of the Society, and on the results was 
awarded the Arthur E. Piggott prize 
and the Silver Medal. He joined the 
Society’s staff in June, 1949. 

We warmly congratulate the new 
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per. Assistant Secretary and hope he will 
h “ Bhave a long and happy career in the 
Oy administration of the Society. 
me Office Machinery Exhibition 
use of g Lhe British office machinery industry 
‘ot be has made progress as spectacular as 
cts an that of any other industry in the 
cietis | country. The official statistics reveal 
y en the great expansion in output since 
funds (before the war and the continuous 
whole @ growth in recent years. 
assive | «Dut not only in the quantity of its 
gency products but also in their design, 
range of functions, efficiency and 
durability the industry has _revolu- 
tionised itself. The Business Efficiency 
ining Exhibition to be held in the City Hall, 
Manchester, from September 6 to 16, 
nina. | Will provide an opportunity for visitors 


-end {rom overseas, as well as Britishers, 
_ did } t0 see the latest machines for them- 
selves, 

The accounting, adding and calcu- 


lating machines to be exhibited will 
range from simple portable machines, 
which add in sterling or the decimal 
system, to all-electric machines with 
as many as 30 accumulating registers, 
and giant punched card machines. 

There will be on show batteries of 
Britain’s latest typewriters, among 
which will be models to take between 
ninety and a hundred different key- 
boards for writing in virtually any 
commercially used language; short- 
hand machines which can be used for 
recording speech in any written tongue; 
dictating machines which reproduce on 
plastic belts any oral sound, including 
both sides of a telephone conversation ; 
and adding machines which operate 
in either sterling or the decimal system. 

Rust-proof and insect-proof ledger 
binders; fire-resisting machine account- 
ing equipment with light-weight, rust- 
less, stainless aluminium alloy drawers; 
portable typewriters with bonderised 
steel parts fitting them for use in the 
most humid climates; and carbon 
papers which do not curl or tree; all 
intended for use in tropical countries, 
will be exhibited. The latest steel 
furniture defies not only fire and 
burglars but also white ants ! 

So considerable have been the recent 
orders for Britain’s continuous station- 
ery machinery and systems that these 
are now being specially designed to 
meet specific overseas requirements. 

Streamlined designing, colourful 
finishing, electrification of machines 
hitherto hand operated, appliances 
which make it possible to triplicate 
documentation on totally separate forms 
which had previously to be filled in 
individually, will all help to prove that 
old-fashioned business methods can be 
superseded without resort to dollar 
expenditure. 


The exhibition, which will be the 


ates, 

y of 

of Total Output Exported 

ther Typewriters peal Other office Typewriters PR Other office 

The machinery machinery machinery machinery 

3-31 fF 1935 (monthly average) .. 34 49 48 14 7 20 

der § 1947 (monthly average) .. 82 313 209 29 84 66 

n. #1948 (monthly average) .. ‘1172 555 352 54 161 120 

er, B 

tn 949 (monthly average) .. 272 717 342 98 199 112 

» of fg 195° (January) 305 826s 41 86 252 143 
so @ 1950 (February) 297 892 402 82 246 144 

ade 1950 (March) 394 1,003 472 112 302 172 

ve. 1950 (April) 323 785 427 120 215 170 


third to be held since the war, will be 
organised by the Office Appliance 
Trades Association. 


Historic Houses—Financial Reliefs 


The Committee on Houses of Outstand- 
ing Historic or Architectural Interest 
has recently issued its report to the. 
Chancellor of the Exchequer. It recom- 
mends not only that houses should be 
selected for preservation but also that 
their preservation should be encouraged 
through tax reliefs and other financial 
measures. 

The committee, which was under 
the chairmanship of Sir Ernest Gowers, 
G.B.E., K.C.B., proposes that the identi- 
fication and cataloguing of famous 
houses should be the responsibility of 
an Historic Buildings Council, which 
would prepare a statutory schedule in 
two parts. Houses on the main list 
would be described as “ listed houses,” 
and those on a special list as “‘ desig- 
nated houses.”” Only those houses of 
outstanding historic or architectural 
interest which would be included on 
the shorter list have the effective 
attention of the committee and they 
alone would be eligible for the full 
measures of preservation outlined. 

It is recommended that these desig- 
nated houses should be the subject of 
relief from income tax and sur-tax by 
means of an enlarged maintenance 
claim. In the ordinary way, the main- 
tenance claim on a mansion house must 
not exceed the Schedule A assessment, 
and must include only expenses of 
ownership. The Gowers Committee 
recommends that both these limitations 
should be abolished for designated 
houses ; that the maintenance claim 
should no longer be subject to a 
maximum equal to the amount of the 
Schedule A assessment, but should 
include expenses of occupation as well 
as of ownership—*“‘ everything, in fact, 
that is reasonably spent on maintaining 
the house, contents, and amenity 
land.” 

As regards death duties, the report 
proposes the exemption from estate duty 
of a designated house, so long as it 
remains unsold. An endowment fund 
to provide income for the upkeep of the 
property should also be free from estate 
duty, so long as the house maintained 
by the fund remains unsold. 

If accepted, these recommendations, 
together with a proposal that grants 
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and loans should be available to owners 
of designated houses, would remove 
many of the financial difficulties facing 
the owners to-day. It is no fault of the 
Gowers Committee that their efforts 
are directed mainly towards the desig- 
nated house. Of the 200,000 buildings 
of national interest in this country, the 
majority will probably never reach the 
inner list and become “ designated.” 
Although the committee expresses the 
hope that eligibility for assessment 
under Case I of Schedule D can be 
made less stringent for owners who 
show their houses occasionally to the 
public, no other financial benefits are 
suggested for the “ listed ” house. Such 
a strict line of demarcation is already 
causing property owners to consider 
whether the committee does not ask 
too much for the designated house and 
too little for the listed house. 


Clerical Salaries 


During the past two years there has 
been a further rise in clerical salaries, 
but it was much less pronounced than 
the spectacular rises which occurred 
during the war and the earlier post- 
war years. Salary increases since 1948 
were not evenly distributed, varying 
from 7 per cent. to 21 per cent. for 
office juniors, from 4 per cent. to 
12 per cent. for general clerks and from 
3 per cent. to 8 per cent. for senior 
clerks. Generally speaking, the lower- 
paid groups have received propor- 
tionately greater increases and women 
clerks have gained in comparison 
with men. 

This information, with a wealth of 
other statistical data, is given in a 
report Clerical Salaries Analysis, 1950, 
published by the Office Management 
Association (Price 21s. net). The 
analysis, which follows others made by 
the Association in 1942, 1946 and 
1948, is based on a sample covering 
73,291 clerks in 749 offices. Tables 
analyse salaries nationally and by geo- 
graphical and industrial groups, and 
details are given of the salaries in 
Government service, banking and some 
nationalised industries. 


Speeding-up Government Trading 
Accounts 


The main Government trading 
accounts and balance sheets, now 
published about 14 months after the 
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end of the financial year, could be 
speeded up if the Departments were 
instructed to use the best possible 
estimates for items outstanding or 
the best of the year, as is done in 
commercial accounts. The Treasury 
favours this procedure. But the Public 
Accounts Committee, in their fourth 
report, just published, are surprisingly 
cautious about urging its adoption. 
They “ are not able to judge whether 
[it] . . . would work smoothly in present 
conditions, which are not yet completely 
normal. The scheme would, however, 
if practicable, provide a partial answer 
to current criticism of delay in presen- 
tation and publication and therefore 
merits close examination by the authori- 
ties concerned with a view to its 
adoption, if and when circumstances 
permit.” It is difficult to understand 
why there should be this diffidence 
about adopting ordinary commercial 
practice on outstanding items. 


Australian Company Reports 


Our Australian correspondent, Mr. 
R. Keith Yorston, B.com., F.c.A. (Aus- 
tralia), writes as follows : 

An interesting development in 
Australia is the competition announced 
by the Institute of Industrial Manage- 
ment, Sydney, for the best company 
annual report published during the 
year ending December 31 next. The 
aim of the competition is to improve the 
form of presentation and content of 
annual reports and financial statements, 
and thus to : 

1. Make known the important place of 

private enterprise in the community. 

2. Encourage the dissemination to share- 
holders and others of information 
about company activities in a form 
which those without business training 
can understand. 

3. Endeavour to establish better em- 
ployee-employer relations by making 
known facts about the company and 
the financial result of its activities, 
and to endeavour to create employee 
pride in the company, its products and 
the services which it provides. 


The Institute does not propose to 
indicate what information each com- 
pany should disclose—that is obviously 
a matter for each board of directors— 
and it is fully realised that individual 
circumstances dictate just what infor- 
mation can be made public. 


In judging the reports, the adjudica- 


tors will obviously bear in mind that, 
for policy reasons, it is not practicable 
for some companies in particular indus. 
tries to reveal certain details of the 
business. 

It is hoped that the competition will 
cause directors to take a greater interes ff 
in the presentation of information jp 
such a way that it can be understood by 
people who are not familiar with 
financial and accounting jargon. 


Sales of ‘‘ Hard Currency” 
Securities 
Exchange control is now governed sub. 


stantially by the Exchange Control ary 
Act of 1947 and certain Orders made o fin: 
thereunder. The war-time legislation aol | 
contained in the Defence (Finance) = 4 
Regulations has now been replaced, “" fa 
Among some of the controls which ‘ : 
are still continued, are the restrictions hn 
against dealings in securities of certain |. hi 
classes. The general prohibition against es oe 
transfers and other dealings contained . Klessl 
in Section 17 of the Act is, however, yu t 
elastic, since it is left to the Treasury a - 
from time to time to determine the ke 
classes of securities to which the section J... J 
should extend. ies. od 
Under the Exchange Control (Pre- making 
scribed Securities) Order, 1947, the guilty 
control applies to securities on which leading 
capital moneys, dividends or interest Bea 
are payable in Canadian or New-§ + 
foundland or American dollars, or in pa 
Swedish kronor or Swiss francs. An acting 2 
option to require payment in any such Bog , 
currencies, moreover, will be sufficient nlite’ 
to bring the security within the section. § i, 
Transfers or dealings in such secut- § ip. for, 
ties if they take place in the United § 4... 
Kingdom require Treasury consent in § i aot 
every case, irrespective of the placeof# 7). 
residence of the holder. But the pro § piven 
hibition, as far as transfers and dealings 1939. 
taking place outside the United King- f 2°... 
dom are concerned, is limited tof p74 
residents in the United Kingdom. tin the 
One practical point of importance, f },,., £ 
which is often overlooked by United f ... . 
Kingdom ‘residents, is that Treasury § »,, 104 
consent may also be obtained to the F 4. ° 4) 
reinvestment of the proceeds of the sale F iss.q 
of such securities abroad, into securities compa 
expressed in the same currency. In this F 4 jo.. 
way, not only may the sale of currency The 
to the Treasury at a loss be obviated, involve 
but also, in certain circumstances, lia § show, 


bility to United Kingdom tax in respect 


. in the 
of the proceeds will not be incurred. 
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The Crittall Case 


d sub. ArrER A HEARING OF FIFTEEN DAYS IN 
Ontrol Hine Old Bailey, a cause célebre in com- 


made 


: 


the 
hich 
rest 


lew 
r in 


any finance reached its conclusion last 

month. A. E. P. Hinds, the former 
managing director of Richard Crittall and 
(., Lid., engineers, was sentenced to 
three years’ imprisonment for having 
recklessly made a misleading forecast 
inthe prospectus for a new issue (which 
was over-subscribed) and for having 
recklessly made misleading statements 
about the financial position of the 
company in the prospectus, thereby 
inducing people to subscribe to the 
isue. J. L. Musgrove, a former chair- 
man, was found guilty of recklessly 
making the misleading forecast but not 
guilty of recklessly making the mis- 
leading statements, and was heavily 
fined, with the alternative of imprison- 
ment. K. F. Steven, a Chartered 
Accountant and a partner in the firm 
acting as the company’s auditors, was 
found not guilty of having made the 
misleading statements recklessly: this 
was the only charge against him, for 
the forecast was not contained in the 
auditors’ report given by his firm, but 
in another part of the prospectus. 

The prosecution was under the 
Prevention of Fraud (Investment) Act, 
1939. The misleading prospectus fore- 
cast, which Hinds and Musgrave were 
found guilty of having made recklessly, 
was that the profits would be not less 
than £100,000 for 1947 and, subject to 
some provisos, not less than £150,000 
for 1948. The Crown substantiated its 
case that when the prospectus was 
issued, almost at the end of 1947, the 
— was in fact clearly trading at 
a loss, 

_ The alleged misleading statements 
involved a sum of £99,746 which was 
shown in the balance sheet for 1946, 
in the prospectus, under the heading 

current assets”? and was there 


described as “‘ expenditure in connec- 
tion with development and expansion 
of export trade and newly-formed sub- 
sidiary and associated companies—car- 
ried forward.” ‘The profit for 1946 
shown in the prospectus was before 
charging the £99,746, but a note stated 
that this was so and that the expendi- 
ture, certified by the directors, had 
been carried forward. 

Mr. Burleigh, an accountant ap- 
pointed by the Board of Trade under 
Section 165 of the Companies Act, 1948, 
to investigate the company’s affairs, 
gave evidence that in his view only 
£17,660 of the £99,746 could properly 
be regarded as development expendi- 
ture to be carried forward from the 
year’s profit and loss account. Much 
of the evidence given by Mr. Burleigh 
was on this point and the evidence of 
Mr. T. B. Robson, F.c.a., the chief 
witness for the defence, who was sup- 
ported by Sir Harold Barton, F.c.a., 
was also concentrated upon the ques- 
tion of development expenditure. In 
his summing-up, the Judge quoted Mr. 
Robson’s reply to the question “‘ What 
two factors should be present to justify 
the carrying forward of such abnormal 
expenditure ? ” : 


Well, first that the expenditure did not 
form part of the normal overhead or 
revenue expenditure which would have to 
be incurred in any case, whether develop- 
ment had been made or not, and secondly, 
that the expenditure ccncerned should 
have a continuing value to the business. 


During the hearing, information 
came to light which had not been 
previously known to Mr. Steven (or to 
Mr. Musgrave). Mr. Steven himself 
did not seek to maintain that, if he had 
previously known the facts, he would 
have regarded the whole £99,746 as 
properly carried forward as develop- 


ment expenditure. On that item, 
he had turned to his partner, Mr. 
T. A. Morton, for assistance. The 
Judge said: 

Of course, one realises that a man in 
the position of an auditor is an extremely. 
busy man. He is like a solicitor. It is 
not the only piece of busiriess he has got 
to get done, and... to a great extent he 
must rely upon his assistants. In this case 
he relied upon somebody who was more 
than an assistant; he was a partner... . 
It seems to me...that...it is going 
to be extremely difficult to say that the 
gentleman who did that was acting reck- 
lessly.... As it now turns out... he was 
relying upon a fellow professional man 
who was his partner, who has said in the 
witness box that he said truly that he had 
made tests. If so, can you say that he 
was reckless in accepting that from a 
professional man? If he was entitled to 
accept that, in the circumstances, that is 
the end of the case against him, because 
that is really the whole of the case. 

It is important, however, that the 
extracts from the Judge’s summing-up 
should not end at that point. If they 
ended there—as they did in the neces- 
sarily condensed reports appearing in 
the daily Press—the impression would 
inevitably be produced that Mr. Steven 
owed his release to a mere technicality 
—to the circumstance that his partner, 
Mr. Morton, had in effect taken over 
from him responsibility for the item of 
£99,746. This would, however, be an 
unjustified conclusion and one which is 
quite unfair both to Mr. Morton and 
to his firm, Messrs. Singleton, Fabian 
and Co. 

In his summing-up, Mr. Justice 
Humphreys also said (our italics) : 

Mr. Steven, having handed the matter 
over to his partner and his partner 
having in fact made tests and satisfied himself, 
rightly or wrongly—as we now know, wrongly 
—but satisfied himself at that time as an 
honourable’ man, as an accountant, and a 
careful accountant, that that document [con- 
cerning the £99,746] was right.... 
These remarks of the Judge followed 

a lengthy quotation by him of Mr. 
Morton’s evidence regarding the checks 
he had made. The question whether 
these checks were sufficient was not 
before the Court, since they were made 
not by the defendant accountant, but 
by his partner ; however, the words 
we have italicised, omitted from all the 
newspaper reports we have seen, are 
indicative of the Judge’s own opinion 
on the point. 
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Reflections on the Accounting Provisions of the 
Companies Act, 1948 


that the b 
gated. 
type SUBE 
the accol 
theless, t 


By H. C. EDEY, 38.com., A.c.A. 
(Lecturer in Accounting and Business Finance, London School of Economics, University of London) 


Introduction 


1. Ir HAS BEEN SAID THAT “ IMPROVEMENT IN ACCOUNTING 
standards begins with isolated action by a few progressive 
accountants and companies, often stimulated by academic 
criticism of existing practices.”1 The Companies Act, 
1948, has now been in force for over two years. Since the 
Act represents a substantial stride forward in generally 
accepted accounting standards, there may now be a 
temptation to be complacent and to feel that enough has 
been done. The Act itself, however, recognises that the 
canons of good accounting practice can change, and the 
Board of Trade has, under Section 454, power to amend by 
Statutory Instrument the accounting provisions. Some 
thoughts on these provisions may not, therefore, be out of 
place, and may even, one may hope, play a small part in 
providing that stimulation mentioned in the above quota- 
tion. 

2. In the end a shareholder can judge the success or failure 
of his company only by the dividends it has paid and will be 
able to pay. In appraising the dividend prospects there are 
two main considerations: (a) the company’s liquidity 
position, and (d) its profit-earning capacity. But (a) and 
(6) are interrelated in the interpretation of accounts, for 
a favourable view induced by the appearance of high paper 
profits may require modification if it is found that those 
same profits are accompanied by a serious run-down in the 
liquidity position. It is with these considerations in mind 
that the following comments are framed. 


General 


3. Let us first spend a few lines considering the implication 
of the “‘ true and fair view ’’ which the balance sheet and 
profit and loss account are now required by Section 149 of 
the Act to exhibit. Most of us, even if we found it difficult 
to define this requirement precisely, would claim to be able 
to distinguish between sets of accounts which did and did 
not comply. If we turn to the Report of the Cohen Com- 
mittee,? most of whose recommendations on accounting 
matters were, as we know, embodied in the 1947 Act, we 
find it implied by the Committee that the information 
provided in published accounts should be that which will 
enable the shareholder to form a “ true view of the financial 
position and earnings of the company in which he is 
interested.” * And in paragraph 5 of the Report the 
Committee had said: ‘‘ We consider that the fullest 
practicable disclosure of information concerning the 
activities of companies will lessen such opportunities [for 


1 “ Accounting Doctrine and the 1947 English Companies Act,” 
A. A. Fitzgerald, The Australian Accountant, September, 1948. 
2 Cmd. 6659. 


3 Ibid., paragraph 7 (d). 
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abuse] and accord with a wakening social consciousnes ont 
These quotations give an idea of the way in which th ¢ 

Committee was thinking but they do not help us very much 
in our interpretation of the Act,‘ for they still leave us y 
against the problems of determining (4) how much inform. 
tion is necessary to enable shareholders to form a “ try 
view ” and (5) what is “ practicable.” The difficulty i 
that if a “ true view ” is to be given that will enable a share. 
holder to arrive at a well-based and reasoned appraisal of 
the value of his investment a set of statements no les 
exhaustive than those provided for the management of the 


undertaking is necessary, and these at intervals of certainly — 
less than one year. Indeed, an ideal requirement would wei 
also include a statement of the management’s own general tiabilitic 
attitude towards the business and an appraisal of the degree assump) 
of optimism or pessimism with which they customarily capital 
approached their decisions. It is obvious that “a true and will int 
fair view ” cannot be interpreted in this exhaustive manner attemp' 
and that a via media has to be found. In practice the phrase nis: 
should presumably be defined in some such terms as these, not hel 
namely, that the standards of presentation of the required ots’ 
information should be those set by the current business This d 
practice of honest men in relation to company accounts! was pet 
4. Our canons of presentation must then, subject to the 4. tir. 
specific requirements of the Act, be framed in relation toa i. 1. 
general unwritten professional code. Thus the Cohen phrase 
Committee, writing this time of the profit and loss account, § ort, 
said : “ The account should be drawn up in accordance with F 4; p 
accepted accountancy principles consistently maintained.”* perhay 
A requirement in these terms was not brought into the period 
Act, but is recognised by implication in paragraph 14 (6) § 5, cas} 
of ‘the 8th Schedule, which requires that any material 5, i,- 
change in the basis of accounting shall be noted. This® y. 
requirement would, in my opinion, have been mort § 4... 
satisfactory had it been extended by a further provision, positic 
namely, that the annual accounts of every company should Fj, ;.,, 
be accompanied by a statement in some detail of thef 7,;.; 
accounting bases adopted.” The kind of information to be B 4,..5 
given by this statement is noted below; it would have .4..., 
particular reference to the bases of valuation of stock and of probl 
fixed assets. Accounts are only a particular form of busines Fou ,+¢ 
statistics and it is a commonplace of statistical presentation Fg... 
4 The Report would not, of course, be available as evidence of to be 
intention in any interpretation of the Act in the Courts—at least, not “ey 
in theory. pe 
5 And compare the dicta in The London & General Bank case (1895, 
2 Ch. 673), where Section 7 (6), Companies Act, 1879 (which referred to pe 
a “ full and fair balance sheet”), applied, vide H. B. Samuel’s Share a 
holders’ Money, p. 257. : Fits 
® Cmd. 6659, paragraph 103. ’ 1 
This is, of course, no new idea, vide for example Mr. G. O. Mays B 


memorandum on the proposed American Securities Bill of 193% 
reprinted in Twenty-five Years of Accounting Responsibility. 
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that the basis and method of calculation of figures should be 
gated. It can, indeed, be objected that statements of the 
type suggested would often be lengthy and would encumber 
the accounts. The difficulties cannot be denied. Never- 
theless, the information should, even if not circulated with 
the accounts, at least be available for inspection both at the 
company’s office and with the Registrar of Companies. 


Fixed and Current Assets 

_ Let us now pass on to some of the detailed requirements 
of the 8th Schedule of the Act. It will be convenient and 
relevant to the foregoing discussion to start with paragraph 
4 (2), which requires fixed assets to be distinguished from 
current assets in the balance sheet. This will lead us on to a 
discussion of other paragraphs, all of which are of relevance 
to the “‘ true and fair view ” concept. I shall assume here 
that the broad basis of the present customary classification 
of fixed and current assets is accepted, if only as a convenient 
aid to the interpretation of accounts.* As already noted, 
the liquid position of a company is of importance in 
relation to the price of its quoted shares and debentures, for 
where the margin of working capital is insufficient—and 
this can often be judged from the trend of current assets and 
liabilities over a period of years—there is a prima facie 
assumption that the past rate of stated earnings on issued 
capital may not be maintainable, since additional finance 
will in some way have to be raised. The Cohen Committee 
attempted to provide a definition of fixed and current 
assets: ‘“‘ The Section shall define ‘ fixed assets’ as assets 
not held for sale or for conversion into cash, and ‘ current 
assets as cash and assets held for conversion into cash.” ® 
This definition was not incorporated in the Act, and this 
was perhaps wise, for it can hardly be regarded as adequate ; 
the time element, which is surely the essence of the distinc- 
tion between fixed and current, is not mentioned, and the 
phrase “‘ conversion into cash ” is question-begging, for in 
acertain sense all assets, directly or indirectly, are held for 
this purpose. The generally accepted distinction, and 
perhaps the only useful one, depends on the “ turnover 
period,’ current assets being those which are either already 
in cash form or are expected to be converted into cash form 
in the ordinary course of business within a relatively short 
time. The value of the concept is in relation to the short- 
term liquidity position of the company. In assessing this 
position in relation to a given company it is important 
to know what the category of current assets does comprise. 
This is particularly relevant in the case of those assets whose 
classification is at present often doubtful; for example, 
advances to subsidiaries, and investments. To avoid the 
problem by classifying these items as neither fixed nor 
current is no solution. It must be presumed that the 
directors know how much of the items in question are likely 
to be converted into cash—and therefore to be available for 


current financial needs—during the next twelve to eighteen 
months. The shareholders are entitled to know, too.° One 
is led to the conclusion that a statutory definition is desirable 
and the suggestion here made is that current assets should 
be defined as those already in cash form or expected and 
intended (by the directors) to be converted into cash, or 
otherwise made available for the purposes of current 
finance, within a period of not more than (say) twelve 
months from the date of the balance sheet. It is true that 
this definition would exclude from current assets some 
items at present included (such as work in progress on 
long-term contracts to the extent that progress payments 
were not expected) and would require the division of some 
classes of assets, such as stock, into two sections, one 
“ current ”’ and one “ fixed ” or “ non-current.”” However, 
in their budgeting the management must make some sort 
of division on these lines for their own purposes; the 
additional work involved should be small, and likely, if 
anything, to improve the information of management as 
well as of shareholders. It is not necessary to emphasise the 
value to shareholders of being shown, for instance, that the 
amount of stocks held is steadily growing and the turnover 
period lengthening. 


Current Liabilities 


6. A corollary of the above definition of current assets 
would be statutory recognition of the generally accepted 
convention that current liabilities are those due for payment 
within one year of the balance sheet date." This question 
is linked with the provision of paragraph 12 (1) (b) of the 
Schedule requiring interest on debentures and fixed loans ** 
to be stated separately in the profit and loss account. 


Overdraft Facilities 


7. Another question which arises when we are thinking of 
the current asset-current liability position is that of out- 
standing overdraft facilities (as Mr. H. Norris, for instance, 
has pointed out). In estimating the liquid position of a 
company it is important to know what kind of a margin 
there is in the way of overdraft facilities. —There seems a 
good case for a provision requiring disclosure of overdraft 
or loan facilities granted but undrawn upon. 


Outstanding Commitments 


8. An appraisal of the liquid position cannot be complete 
without a knowledge of (a) the capital commitments 
during, say, the next 12 months and (4) any external 
sources of finance during the same period which are likely 
to be available for (a) above, or for any existing shortage of 
working capital. Items of class (a) are, it is true, to some 
extent provided for in the requirement of paragraph 11 (6) 
of the Schedule regarding outstanding commitments of a 


-__ 


* We may note that, as recognised by the Board of Trade, some classes 
of assets may fall under neither heading (for example, preliminary 
expenses), while the classification of others is doubtful. The first difficulty 
could be met by the use of such a description as “ non-current assets ” 
instead of “ fixed assets’ (vide ‘‘ The Classification of Assets,” A. A. 
Fitzgerald in Accounting Research, July, 1950). The second problem 
— { think, be solved by the application of the definition suggested 

ow. 


* Cmd. 6659, p. 58. 


1° It is no answer in the case of advances to subsidiaries to say that a 
consolidated balance sheet is presented ; the balance sheet of the 
holding company is still required to show a true and fair view. 

11 This prompts the reflection that it would be useful to classify all 
liabilities (and possibly even assets?) in relation to their life, for 
example, current liabilities (0-1 years), short-term liabilities (1-5 years), 
medium-term liabilities (5-15 years) and long-term liabilities (15 years 
upwards). 

12 Why not also on short-term loans, as a separate item ? 
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capital nature. This requirement, however, does not seem 
to be adequate. In the first place the phrase “‘ where 
practicable ”’ is used. There should surely be no difficulty 
in giving an estimated figure of capital requirements. How 
the question of practicability can arise is difficult to see, 
except, of course, in those cases where the board does not 
yet know its own mind in respect of the immediate future. 
If this is the case it would be well that shareholders should 
know. Moreover, it is not enough that details of actual 
contracts (the requirement of the Schedule) should be 
provided. It is as important that shareholders should know 
of amounts which the board intend to spend although 
enforceable contracts have not yet been concluded. Nor 
(a serious omission) does the requirement at present cover 
the case where the commitments envisaged will call for 
investment in additional working, rather than fixed, 
capital. It is also desirable that the period covered by the 
estimate should be made clear. Indeed, here too a period 
of 12 months might well be fixed by statute. As regards (5) 
above it may be that a company has made satisfactory 
arrangements for financing any commitments during the 
ensuing 12 months ; for example, by private placing of loan 
capital, or it may expect that undistributed profits will be 
sufficient to provide the necessary finance. But it can 
hardly be said that a true and fair (and certainly not a full) 
view of a company’s financial position is given unless 
information of this kind is made public. 


Reserves 


g. From the foregoing follows logically a discussion of the 
function of reserve accounts. To the extent that future 
capital expenditure or increases in working capital are to 
be provided out of funds already held by the company it is 
evident that transfers to capital reserve should be made, 
thus making it clear that these funds are regarded (by the 
directors) as part of the permanent capital of the company 
and are not now available for distribution, vide paragraph 
27 (1) (c) of the Schedule.’* (We find an analogy in the 
case of South African mining companies whose continued 
(or increased) profit-earning capacity depends upon the 
expenditure from year to year of substantial sums by way 
of development expenditure. These sums are regarded as 
capital expenditure and are commonly financed out of 
current profits, equivalent amounts being appropriated 
from profit and loss account to capital reserve.) This 
implies that all ownership funds which are intended for 
permanent investment in the business should be represented 
in the balance sheet by share capital or capital reserve. 
One may even toy with the idea of restoring some greater 
measure of control of their funds to shareholders by requir- 
ing that such transfers to capital reserve should be subject 
to approval in general meeting, that until so approved the 
funds they represent should not be available for reinvest- 
ment in the business, and that once so approved the 
provisions of the Act as to the reduction of capital should 
apply to them. 

10. Any remaining free reserves, including the profit and 
loss balance, would then fall into the two classes of (a) 
general contingency reserves and (5) reserves intended for 


1* In the interpretation of which there is, however, some uncertainty. 
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distribution to shareholders either within the near future 
later by way of dividend equalisation payments. The tot,] 
of (a) and (4) would then indicate how much of the asset 
had been allocated (a) for general contingencies and (5) fo, 
dividend purposes. It would be recognised accounting 
practice that the appearance of a non-capital reserve in the 
balance sheet implied that funds to the same amount coulj 
be immediately distributed in dividend, or marshalled fo; 
a contingency, without disturbing the normal business of th 
company. The word reserve would then regain some 
meaning. The present “ reserve ” policy of a large number 
of companies—I “would almost go so far as to say all 
companies—in this country is inconsistent and has little 
meaning. Allocations in round figures are made to this 
reserve or that because it makes the balance sheet look 
“strong.” It confuses the lay shareholder and annoys the 
more skilled interpreter of accounts. It may be noted that 
a consistent and conscientious application of the above 
principles would answer the question that has been raised: 
How much of the funds locked up in current assets are 
permanently liquid and how much are as fixed (so long as 
the business continues) as those laid out for the purchase of 
fixed assets, being forthwith needed on conversion into cash 
for reinvestment in stock, etc. ? I would almost venture to 
suggest that a rigorous insistence on the proper classification 
of reserves is the most important reform needed," for it isa 
reform which would force directors into the light and make 
them reveal their dividend and ploughing-back policy. It 
would distinguish the action of a board who abstained from 
raising a dividend because of the Government’s “ stand- 
still ” request from that of one who would have been unable 
in any case to recommend an increased dividend. 


Basis of Valuation of Current Assets 


11. Another question which it is interesting to ask in 
relation to current assets arises on paragraph 4 (3) of the 
Schedule, which requires that the methods used to arrive 
at the amount of the fixed assets under each heading shall 
be stated. Why should not the same information be given 
in respect of current assets ? Since there is a wide variation 
in practice in the valuation of, for example, stock and 
work in progress, it is most desirable that shareholders 
should be aware of the method and basis used by their 
directors. (That this can be of particular significance is 
illustrated by the reports and accounts of film-producing 
companies, some of whom have given this information. 
The whole financial position of such a company may be 
dependent on the value of the stock of unfinished produc- 
tions, or of productions not yet fully distributed.) Where 
changes in the basis of valuation take place it is of course 
necessary to say so in accordance with paragraph 14 (6) (0) 
of the Schedule. But even where there are no changes in 
the basis it may be very material to know which basis is 
being used—for example, where the stock figure shows 4 
steady trend, up or down, from year to year. This is 4 
problem which would be met by the general statement of 
accounting bases which it is suggested (paragraph 4 above) 
should!be compulsory. 


— 


14 Other than a statement of accounting basis. 


[To be concluded] 
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Profits Tax and Goodwill 


SyoULD PROFITS TAX BE DEDUCTED IN ARRIVING AT A BASIC 
profit for the purpose of goodwill ? The point is of special 
importance in relation to some nationalisation schemes, 
particularly the Transport Act, but it arises equally in the 
purchase and sale of goodwill in commercial circles. It has 
been said that excess profits tax is not an expenditure 
incurred in the earning of profits but an impost which has 
to be paid as a portion of the profits made. But by common 
consent E.P.T. is normally deducted before arriving at the 
figure of profit to be multiplied by a varying number of 
years in arriving at the value of a commercial goodwill. 
Income tax, on the other hand, is not so deducted. Does 
profits tax lie between these two extremes or does it fall into 
one category or the other ? 


$ are 
1g as Firstly, let us look at the nature and incidence of the 
se of f respective taxes. Income tax is basically a tax on the 
cash individual. A company acts as a collector for the Revenue 
e to | inso far as it deducts income tax from the dividends it pays 
tion f to its members. If an individual shareholder is not per- 
isa f sonally liable to pay the full tax then he can obtain repay- 
ake fF ment of the amount of tax, or part of the amount, which 
_ It § was actually paid on his behalf by the company. Profits 
rom & tax, on the other hand, is not a tax on the individual but a 
nd- § tax on the business. No matter what the income of the 
ible & shareholder may be he cannot personally recover any of the 
profits tax paid by a company of which he is a part pro- 
prietor. That is a vital difference in the incidence of the 
two taxes. " 
in Secondly, what is the genesis of the profits tax ? When 
the & the Chancellor of the Exchequer presented his Autumn 
ive & Budget in October, 1945, he stated that the 100 per cent. 
all & £.P.T. would cease at the end of 1945 and that the tax 
en & Would be 60 per cent. for 1946. In the same speech he 
on & stated that between then and the next Budget he would 
nd & endeavour to find a new tax to take the place of E.P.T. 
ry § The outcome of that deliberation was the imposition of the 
‘ir | profits tax, which was something more than the old National 
is | Defence Contribution in a new guise. It may reasonably be 
g | Said, therefore, that the profits tax is of a similar nature to 
n, | —.P.T. Although profits tax is not an expense incurred in 
e | the earning of profits it is in the nature of an expense from 


the point of view of the purchaser of a goodwill. 

Thirdly, what evidence is to be found as to the views of 
the commercial community in relation to the deduction or 
non-deduction of profits tax in arriving at the goodwill 
value of a business? It is difficult to produce direct 
evidence on the procedure in private negotiations, but 
published prospectuses give a strong indication of basic 
Profits for goodwill purposes. It cannot be said that there 
is a universal and common practice in all prospectuses, but 
in the majority of cases it will be found that the accountants’ 
report on profits shows (1) Net profits before deduction of 
taxation, (2) Payments for E.P.D., E.P.T., N.D.C. and P.T. 
and (3) Profits subject only to income tax. The implication 
is that the final figure is the one which will interest the 
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prospective investor as that figure which is related to the 
price of the goodwill. 

Fourthly, what assistance can be derived from an 
examination of legal decisions? It must be admitted that 
it is difficult to find any cases which are completely 
analagous to the point under discussion. A number of 
cases, mostly in relation to E.P.T., have been considered on 
the construction of the word “ profits,” so often used in 
agreements but without any precise definition of the word. 
It has been held, however, that E.P.T. should be deducted 
from profits on the grounds that the net profits calculated 
on sound commercial principles mean the profits which 
were available for distribution among the shareholders. 
Applying the same argument to profits tax there would 
appear to be little doubt that this tax should be deducted 
from profits to arrive at basic figures for goodwill. 


NATIONALISATION SCHEMES 

But it does not necessarily follow that what might be right 
according to sound commercial principles must be the 
correct interpretation under a particular Act. The 
Transport Act, 1947, is a case in point. “ Compensation 
for Cessation” under that Act is much under discussion 
at the present time. That Act does contain some pro- 
visions which do not accord with sound commercial 
principles or practice. The Act instructs that the profit 
or loss made in the carrying on of the undertaking 
shall be ascertained for specified periods. No attempt is 
made to define the term “ profit or loss.” Even the 
provision for wear and tear and provision forreplacement are 
left with the vague phrase “ as may be just.” No reference 
is made to E.P.T. or profits tax. Various Finance Acts have, 
however, provided that these special taxes should be 
deducted before arriving at the figure assessable to income 
tax. Is any special virtue to be found then in the words 
** profit or loss made in the carrying on of the undertaking ” ? 
It is well to remember that the object of arriving at the basic 
figures of profit is to calculate the amount of “‘ Compensa- 
tion for Cessation,” which, in plainer language, is goodwill. 
Let it be remembered, too, that under this Act it is not a 
question of fixing a price for goodwill as between a willing 
seller and a willing buyer. The acquisition is compulsory 
under an Act of Parliament whether the proprietors desire 
to sell or not. But reducing the problem to its final analysis, 
the public are purchasing the goodwill of a privately owned 
business. Surely the price to be paid must be related to the 
amount of profit expected to be available to the purchaser, 
that is, the public. Bearing in mind then the important 
distinction between the incidence of income tax and that of 
profits tax, as noted above, the weight of argument seems 
to be in favour of the deduction of profits tax in arriving at 
basic figures for the purchase of goodwill both for com- 
mercial purposes and under nationalisation schemes. 

It may well happen that some of our readers hold a 
different view and in that event we should welcome letters 
from them for publication in a future issue. 
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Points in Practice 


Profit-sharing schemes, payments by results and other forms of incentives, in their application 


to the large firm, have been the subject of several full-length treatises. 


(A survey on Wage 


Incentive Schemes is published as we go to press by the British Institute of Management, 
price 2s. 6d., and will be noted in our next issue.) 
The present notes are not concerned, however, with incentive schemes operated by the 


large business. 


We confine our attention to firms of more modest dimensions—the small 


manufacturer, the professional man, the retailer with one or a few shops, and the like. Only 
one of a number of possible schemes is described. 


INCENTIVES 


THE DECISION HAVING BEEN MADE THAT 
an incentive or bonus scheme is to be 
introduced, the first question—and 
possibly the most important—to be 
answered is : how shall the scheme be 
presented to the staff? Human nature 
being what it is, it is an unfortunate 
fact that a yearly bonus may soon lose 
the salient advantage of being regarded 
as an extraordinary reward for special 
effort. It may, that is, come to be 
looked upon as a right, a regular 
part of the yearly wage or salary. This 
may not matter all the time a bonus is 
paid, but if in a bad year the bonus has 
to be cut or eliminated, there is loud 
lamentation and many household bud- 
gets have to be re-calculated. 

It is therefore essential to make it 
abundantly clear to employees that the 
bonus is dependent upon a given result 
having been achieved during the 
financial year, that it is not necessarily 
recurrent, and that it must certainly 
not be taken for granted. 

Next, the basis upon which his bonus 
is calculated should be explained to 
eachemployee, either byan accompany- 
ing letter or by a memorandum. The 
benefit of a scheme can be destroyed if 
a few employees become dissatisfied 
with their bonuses or jealous of those 
of other employees. Dissatisfaction 
may result from ignorance of the 
method of arriving at the amount of 
the bonuses. 

One method which the writer has 
seen used with excellent results in 
different concerns of the smaller type 
is described. 


The Super-Profits and Points 
Scheme 


This scheme might be termed the 
“super profits” scheme. It has the 
advantage that it takes account of 
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both length of service and rate of wage 
or salary for each employee. (It is 
assumed that the wage or salary paid 
is commensurate with the degree of 
responsibility. ) 

First of all, it is agreed by all parties 
that there must be retained in the 
business—after meeting all normal 
charges such as wages, materials and 
overheads—sufficient profit to meet 
normal requirements for transfers to 
reserves and dividends or the reward of 
the proprietor. That profit can be 
called the “ fixed profit figure,”’ and 
any figure above that is known as the 
** super-profits ” or ‘surplus profits.’ 
The super-profits, when ascertained, 
are divided amongst the employees and 
the company or business in an agreed 
proportion, say 50-50. The proportion 
attributable to the employees is then 
divided on a “ points” basis, points 
being awarded to the employee, for 
example, according to the years of 
completed service and the amount of 
wage or salary earned. In the following 
example it is assumed that five points 
are awarded for each £100 of wage or 
salary, one point for each complete £20 
over and above any unit of £100, and 
one point for each unit of five years’ 
completed service. This points system 
can be adapted to meet any require- 


Date Completed Wage or 

Name joined Service Salary Points Bonus 

firm (years) £ £ 
Mr. “M” 1.1.25 25 400 25 50 
Mr. “N” 1.7.44 5 600 31 62 
Mr. “O” 4.5.16 33 350 23 46 
— 30.11.47 2 220 II 22 
Mr. “Q” Se 17.10.47 2 700 35 70 
Others (itemised) 375 75° 
500 £1,000 
oa ——= 


* quality, showing an increased _per- 


ments. The super-profit figure is takey 
in the example as £2,000, of whic) 
£1,000 is attributable to the employers 

In the example, more weight ha 
been given to the wage or salary thay 
to seniority of service. But the system 
can be adjusted as required. One of th. 
advantages of the points basis, indeed 
is that a correct degree of balance 
between service and responsibility cay 
be achieved in each individual firm 
—otherwise a difficult procedure wher 
there is a preponderance of trusted and 
long-service employees, many of whom 
are not really carrying “ top weight” 
responsibility. The bonus figure can 
be ascertained at intervals more fre. 
quent than that of one year, depending 
upon the type of business and account. 
ing system employed. Frequent ascer. 
tainment is desirable, for the incentive 
value of a bonus payment at shorter 
intervals than one year is usually 
greater than that of an annual payment, 
even though the year’s figure may be 
the same. 


General Considerations 

Public attention has of late been 
directed to the question whether bonus 
or incentive schemes are desirable. 
Opinion seems to be divided among 
those who think that these schemes lead 
to work that is skimped or of inferior 


centage of “‘ rejects,” and among those 
who hold that “‘ bonused ” work leads 
to better production figures, more 
interest in the job and the firm’s welfare, 
and a reward for the deserving. On 
this point, a quotation from the recently 
published report of the working party 
on the building industry is significant. 
The working party found that there was 
“no evidence that bonused work was 
of inferior quality.” The signatures to 
the report included those of well-known 
trade union leaders. 


hopef 


& a §= 
«ee 
fF 

THE H 

under 
luxury 
| It v 
: va 
3 and wi 
which 
| marri€ 
: variak 
tion it 
| Litt 
| Moth« 
cried 
peopl 
Lit 
half a 
| law, < 
| shoul 
’ ee) 
, overl 
their 
F: ; " 
| fine, 
‘ ‘s 
| Ar 
| Ty 
| sider 
| lang 
N 
: to in 
U 
| escu 
of ] 
2 mn 
| bur 
° : 
. on ; 
. ae : 
| den 
: mai 
a 
; - Note 
‘ | | r 

: are aa 9 oD oe ee ae > es ie a [ae .. ae tell rs ; faa eee 


TAXATION 


Leaves from the Notebook of a Professional Accountant 


Income Tax—III°™ 


By 


THE HOLY STATE OF MATRIMONY IS PENALISED SO FIERCELY 
under our taxation laws that it is rapidly becoming a 
luxury which only the poor can afford. 

It would seem as if the maintenance of the population 
were a matter of little or no importance to the State, 
because—unless a wife neglects her duties in the nursery 
and works for her living, thereby enjoying an earned income, 
which, however, must not exceed a very definite limit— 
married couples, who are each subject to taxation, in- 
variably pay more than they would do were their cohabita- 
tion irregular. ‘ 

Little wonder, therefore, that in a recent address to the 
Mothers’ Meeting the Rev. Stephen Collins should have 
cried aloud that our terrible laws, may easily cause, young 
people to pause, at the very church doors. 

Little wonder, too, that an elderly English couple who, 
half a century ago, had married in Holland under Dutch 
law, and whose children were all comfortably settled in life, 
should scan their marriage lines through a magnifying glass, 
hopefully seeking a legal flaw which previously had been 
overlooked and which thereby would lighten the burden of 
their sur-tax liability. 

Why should lawful marriage be punished with an annual 
fine, as if it were a crime, while unions unrecognised both 
by church and State are rewarded with an annual bribe ? 

And yet in truth this is so. 

Two thousand pounds of statutory income, annually 
freed from sur-tax at the highest rate applicable to the 
particular couple, must surely be recognised as no incon- 
siderable inducement to defy convention and, in the 
language of Mr. Collins, to “ live in sin.” 

Nor is this the full extent of the palm oil; nor is it confined 
to income tax and sur-tax alone. 

Under the Finance Act, 1949, the widow, with moral 
escutcheon unblemished, is relieved of a 2 per cent. burden 
of Legacy and Succession Duty, whilst the mistress— 
possibly responsible for a bar sinister—is relieved of a 
burden ten times as great. 

Perhaps in the future a special tax may be levied annually 
on all those who have not served a term of imprisonment! 

Let us take a typical example from our Notebook to 
demonstrate how severely marriage is penalised in the 
matter of sur-tax. 


ERNEST EVAN SPICER, 


* The first and second instalments in this series of Leaves from the 
Notebook of a Professional Accountant (Income Tax—I and II) appeared in 
our issues of April and July, 1950. 


F.C.A. 


ILLUSTRATION I- 

For many years prior to her death on the fifty-second 
anniversary of her birthday, Mrs. Seymour Whiting had 
been a complete invalid. She had been nursed throughout 
the entire period by her twin sister, Miss Lucy Lightheart, 
who had been not only unremitting in her attendance in the 
sick-room but had also taken upon herself the entire 
management of the household. 

It was not surprising, therefore, that, after the death of his 
wife, Mr. Seymour Whiting should have begged his sister- 
in-law not to desert him in the hour of his greatest need. 
And so it came about that Lucy consented to remain, to 
regulate his household, to entertain his friends, to write his 
letters and to darn his socks. 

This happened some three years ago and had it not been 
for a dish of sweetbreads and a bottle of Chateau Yquem it 
is doubtful whether he would ever have thought of disturb- 
ing an arrangement which had proved so satisfying and so 
comforting. It chanced, however, that the sweetbreads were 
cooked “ to a turn,” the wine was of a very rare vintage, 
Lucy was looking her best and Imperial Tobacco shares had 
responded favourably to the dividend announcement. This 
combination of circumstances had a stimulating effect on 
Mr. Whiting and caused him to reflect that there existed 
no just cause or impediment why he should not promote 
his deceased wife’s sister from the status of housekeeper to 
that of wife. 

She was 55 years of age while he was barely 60. They 
both enjoyed good health, a good appetite and a sub- 
stantial fortune, and altogether he marvelled that he had 
never thought of the idea before. And so he unburdened 
his soul to Lucy and suggested that, hand in hand, they 
should seek the guidance and instruction of their Ghostly 
Comforter, the Rev. Stephen Collins, and of their Financial 
Adviser, Mr. Charles Greatheart. 

Mr. Greatheart informed Mr. Whiting that his gross 
statutory income was approximately £6,000 per annum, 
which, after taxation, left him with a net spendable income 
of £2,629; that Miss Lightheart’s gross income was £4,000 
per annum, which, after taxation, left her with a net 
spendable income of £2,007, making together a total 
spendable income of £4,636. 

As a married couple, however, their joint liability to 
tax would be £6,562, leaving them with a net spendable 
income of £3,438, so that the annual penalty of matrimony 
in their case would be £1,198, equivalent to a surcharge of 


313 


vs: 
= : 7 
Ployees | 
tht has : 
Ty than ae | 
| System ; } 
€ of the | 
om ee . 
dalance ; | ; 
ity can ; 
where : 
ed and nl ES F 
whom : 
sight” 
"e can F 
re fre. j 
nding 
count: 4 
ascer- | 
entive 
horter | 
sually 
ment, ; 
ay be ‘ 
been : 
onus : 
able. 
nong 
lead : 
prior : 
es: 
hose 4 
eads . 
ore | 
x 
On é 
ntly | 
arty : 
int. “ 
was ’ 
vas ‘ 
to : 
; soe 
£4 
ae 
18 r 
RS 
; a 
: ise? 
e 
12 : 
0 A 
3 Pn By 
0 - : 
| a 
as 

7a 

“a Fe 

re . : iit! % c on es Si ed 3 a. in 3 


about 5s. in the £ on their joint spendable incomes prior to. 


marriage. 

Mr. Greatheart added that he found himself unable to 
assume the responsibility of advising on a matter of such 
delicacy. 

The Rev. Stephen Collins, however, experienced no such 
difficulty when asked to advise. He said that no considera- 
tion (even in £1 notes) would induce him to proclaim them 
man and wife at the Hymeneal Altar since, notwithstanding 
the Deceased Wife’s Sister’s Act, no ceremony of the church 
or of the State could in his opinion cleanse such a union of 
sin. 

He urged them, therefore, not to marry. 

After weighing the pros and cons Mr. Whiting and Miss 
Lightheart reached agreement regarding their course of 
action. 

* * * * 

Prior to the provisions contained in the Finance Act, 
1950, the legislation regarding the tax position of a married 
woman was based on General Rule 16 of the Income Tax 
Act, 1918, which commenced with an apparently un- 
equivocable rule, as follows: 

A married woman acting as a sole trader or being entitled to 
any property or profits to her separate use shall be assessable 
and chargeable to tax as if she were sole and unmarried. 

If the Rule had ended there it is likely that few misunder- 
standings would have arisen regarding the taxation of 
married persons. 

There were, however, two provisos. The first, which was 
phrased almost as though to deal with very exceptional 
cases, provided: 

That the profits of a married woman living with her husband 
shall be deemed the profits of the husband and shall be assessed 
and charged in his name, and not in her name or the name of 
her trustee. 

It appears that the underlying idea beneath this example 
of legislation by contradiction was to maintain the sub- 
ordinate position which was the married woman’s lot in the 
year 1803, when the above Rule was originally phrased, 
rather than to provide a fair and simple way of collecting 
tax on her income. This principle was exemplified in 
the definition Section of the Act (Section 237), now 
repealed, which to any lady with a knowledge of the 
ejusdem generis principle must have appeared a little un- 
gallant: 

Incapacitated person means any infant, married woman, 
lunatic, idiot or insane person. 

Little administrative difficulty was apparently experienced 
while a married woman’s rights in property remained 
severely restricted by law; but at the end of the nineteenth 
century her legal status grew without any corresponding 
change in her taxation status. 

In 1927 Rowlatt J., in the case of Walker v Howard 
(13 T.C. 313), gave a judgment based on a literal inter- 
pretation of Rule 16, namely, that the Rule converted the 
wife’s income into the husband’s for taxation purposes, the 
wife to be ignored entirely. He ruled in this case that a 
wife’s War Loan interest was her husband’s for tax purposes, 
so that when the husband bought a holding for himself this 
was merely an increase in a source of income, and not a new 
source, and not assessable as a new source. 
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Similarly, a year or two later, a Mrs. Leitch (in Lei 
v. Emmott (14.T.C. 63)) persuaded the same Judge that the 
War Loan interest arising in her name during the year of her 
husband’s death could not be assessed upon her during the 
first year of her widowhood, because in the previous year 
her income had been nil, the whole interest belonging (for 
tax purposes) to her husband. 

At this point, however, the Revenue went to the Court 
of Appeal and were successful in obtaining a ruling that 
Rule 16 requires a married woman’s income to be deemed 
to be that of her husband for the purpose only of assessment and 
collection of tax. 

This ruling was restricted in 1937 in the case of Palme 
v. Cattermole (21 T.C. 191), in which it was decided that 
Leitch v. Emmott applied only for the purpose of making 
assessments and computing and collecting tax, but not for 
the purpose of computing the amount assessable. Thus on 
the death of the husband there was no change in the basis of 
computing the widow’s income which during his life had 
been deemed to be his. 

The Leitch v. Emmott principle was applied also in 1937 
in the case of Elmhirst v. C.ILR. (21 T.C. 381), where an 
Englishman having married an American was held to be 
assessable in the year of marriage in “eso of his wife’s 
American income, the assessment being based on income 
which had arisen in previous years, prior to the marriage. 

Thus by a dexterous stretching of the archaic words of 
the Rule it was made to apply to modern conditions. 

A married woman could hold and control property and 
income, and the amount of income assessable was deter- 
mined as though she were single, but her husband alone 
was assessable in respect of the income and liable to pay the 
tax thereon. He had no right of indemnity and not even a 
right to demand information to enable him to complete a 
true return. 

This arrangement doubtless worked well enough in the 
majority of cases, but was capable of leading to awkward 
complications, particularly where the wife did not take 
sufficiently seriously her duty to meet out of her own 
income a fair share of the total tax levied on her husband. 


In fact an actual case was quoted in evidence before the 
Royal Commission on the Income Tax, 1920, in which the 
wife’s income was £39,000 per annum and the husband’s 
£72. In such a case the husband’s plight could become 
desperate, and the Revenue’s chance of recovering the 
total tax due, very remote. 

At first glance General Rule 17 seemed to solve this 
difficulty, at least from the husband’s point of view, as it 
enabled either spouse to claim that each should be assessed 
and charged separately on their separate incomes as though 
they were unmarried. This concession, however, was much 
diminished by Section 171 of the Act, which empowered 
the collector to levy distraint on the husband for any tax 
charged in a separate assessment on the wife which she had 
failed to pay. The husband was thus a prey to any tax 
collector whose sense of chivalry exceeded his sense of fair 
play; and the proviso, that the distraint could not be made 
until seven days had elapsed from the date on which the 
collector served notice on the husband to pay the tas, 
provided small protection. 
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We must now consider very briefly the Sections of the 
Finance Act, 1950, dealing with the tax position of a married 
woman. 

Everybody will agree that a complete re-drafting of the 
kegislation was called for, because the law, based on 
General Rule 16, was not only unjust, illogical and immoral, 
but also positively stupid. 

The legislation certainly removes anomalies disadvan- 

ous to the Revenue, but it in no way relieves married 
couples of the grave injustice which the aggregation 
of their respective incomes imposes, nor does it recognise 
the danger to the community, to which the Rev. Stephen 
Collins so properly and powerfully called attention. It is 
entirely one-sided and aims at giving the Revenue authori- 
ties complete security regardless of either justice or morality. 

General Rule 16 is repealed and replaced by 
Section 30, which provides that the income of a married 
woman living with her husband is to be deemed to be his 
income and is to be assessed on him. The amount of the 
wife’s income chargeable to income tax continues, however, 
to be determined by reference to her own circumstances. 

A married woman is to be regarded as living with her 
husband unless they are separated under a Court Order or 
by Deed of Separation or they are, in fact, separated in 
such circumstances that the separation is likely to be 
permanent (Section 34). Where, however, one of them is 
resident and the other is not resident in the United Kingdom 
for any year of assessment they are to be treated for that 
year as if they were not living together. They are similarly 
to be regarded as living apart for any year of assessment 
where both of them are resident in the United Kingdom 
but one of them is, and one of them is not, absent from the 
United Kingdom throughout that year. 

Section 32 gives the Revenue the right to collect from 
the wife tax attributable to her income which the husband 
has failed to pay. The tax attributable to the wife’s income 
is the tax which would have been assessed on her if an 
application for separate assessment under General Rule 17 
had been in force. 

* * * * 

In order to appreciate to the full the changes made in 
the law by the Finance Act, 1950, let us turn to our Note- 
book for examples which have come under our observation 
in the past and then deal with each such example in the 
light of the new legislation. ~~  - 


ILLUSTRATION I 

Some twenty years ago young Wimpole Whiting, who had 
always assumed that he would inherit a fortune from his 
father, and who had in consequence developed a positive 
loathing for anything in the nature of hard work, was 
bitterly disappointed when he learnt that his entire interest 
under the will had been limited to an annual allowance of 
£250. He therefore decided to seek his fortune in America 
and within three months of landing in New York succeeded 
in winning the affection of the wealthy and beautiful 
heiress, Miss Roxy Vandenburg. 

They were married within six weeks and returned to the 
United Kingdom, where during the succeeding five years 
they lived a life of luxury regardless of expense. 

Every communication labelled ‘‘O.H.M.S.” Mr. Whiting 


consigned to the waste paper basket without troubling to 
open it, and when in the year 1936 he broke his neck in the 
hunting field it was found that he was indebted to the 
Inland Revenue to the extent of no less than £72,000. 
This, of course, represented tax on his wife’s income, and 
as the property of which he died possessed was valued at 
£123, subject to funeral expenses and debts, the two 
executors named under the will at once renounced probate. 
Mrs. Whiting imagined that she would have to find the 
£72,000 due to the Revenue and had communicated with 
her trustees in New York on the matter, but on learning 
that she could not legally be forced to meet this liability, 
returned to America with unbounded admiration of our 


taxation laws. 
~ * * * 


A case similar to that of the late Mr. Wimpole Whiting 

is not likely to arise in the future. 

(1) The Revenue authorities will doubtless keep a sharp 
eye on impecunious men who marry wealthy ladies, 
and will not allow arrears of tax to pile up in the 
future without taking quick action. 

In the past they were toa large extent powerless ; 
but to-day they are all-powerful and will doubtless 
pursue the wife, who can pay, rather than worry 
overmuch about the husband, who can’t pay. 

(2) Any arrears of taxation—applicable to the wife’s 
income—outstanding at the date of the husband’s 
death, can now be collected legally from the wife. 

(3) The widow—following the example of Mrs. Wimpole 
Whiting—might decide to make a quick return to 
America, the country of her birth and the source 
of her income. In these circumstances the odds 
against the British Revenue authorities collecting 
their dues might be considerable. 

We express no opinion on such a matter, since 
we feel that any such question should be addressed 
to a Turf Accountant rather than to a Professional 
Accountant. 

(4) If the husband had died prior to the introduction of 
the Finance Act, 1950, any tax outstanding would 
presumably be a debt due as at the date of death and 
deductible for estate duty purposes, notwithstanding 
the fact that the liability to meet the tax might 
subsequently, in certain circumstances, be shifted 
from the estate—which might be insolvent—to the 
widow who could pay. 


* * * * 


Another apparently simple point which in the past 
frequently caused difficulty was whether or not a married 
woman was living with her husband, in order that Rule 16 
Proviso (1) might apply. This question appeared to be 
open to wide interpretation. 

It was generally admitted by the Revenue that a married 
couple were living together if they were living together 
“in intent,” even though considerations of health or 
business had separated them for the time being. 

It was even possible for a married couple to be living 
together in fact but not in intent, and thus to be treated for 
tax purposes as though they were unmarried, although this 
would have been an exceptional case. 
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It was clearly a matter of intention of the parties rather 
than of their physical state, and it must frequently have 
been a difficult and delicate matter to establish the true 
intentions. 

Thus, in Zadiev. CLR. (9 T.C., 1924) the husband 
had made an agreement to pay his wife £30 per week, so 
long as both continued to reside in a certain house, in which 
the husband was given the right to reside and to use jointly 
by the same agreement. After a time he went to live in 
London and ceased to live in or visit the house. He con- 
tinued, however, to pay the £30 per week and the High 
Court view of the matter seems to have been as follows: 

(i) that for the purpose of Rule 16 he was no longer living with 

his wife, who thus became a feme sole for tax purposes, and 

(ii) that for the purpose of the weekly payment he was still 

living at the house and bound by the agreement, so that the 
payments were a reduction of his taxable income and 
formed part of his wife’s income. 


In our Notebook we find particulars of a number of 
cases of married couples being separated in fact by circum- 
stances over which they had no control, and yet being 
deemed under General Rule 16 to have been living together 
* in intent.” 

Let us choose the interesting case of Mrs. Pullover, née 
Whiting, which, for all we know, may have hastened the 
repeal of General Rule 16 and the re-drafting of the 
legislation on the subject. 


ILLUSTRATION Ill 
In appearance Miss Augusta Whiting was unattractive, 
having prominent front teeth, a harelip and a very elongated 


nose which came sharply to the point. 

From a material point of view she was very attractive, 
having inherited from her father a fortune of some £150,000 
which was invested in 3} per cent. War Loan. 

When, therefore, she announced her engagement to 
Mr. Septimus Pullover, her relatives, not unnaturally, 
viewed the object of her choice with some suspicion. 

Their inquiries, however, elicited the fact that he was a 
professional man with a large and important clientéle; 
that he maintained a considerable establishment at Seven- 
oaks in Kent and was generally regarded as an excellent 
citizen. In these circumstances he was received into the 
bosom of the Whiting family. 

The happy pair were married on April 6, 1933, at the 
Church of St. Stephen the Martyr by the Rev. Stephen 
Collins and the honeymoon was spent in Monte Carlo. 

On their return to Sevenoaks Mr. Pullover expressed a 
wish to meet Mr. Charles Greatheart, the eminent accoun- 
tant, who, he understood, attended to his wife’s financial 
affairs. As her husband, he felt that it was his duty, to 
say nothing of his pleasure, to devote himself heart and soul 
to her best interests and to safeguard her from the perils of 
injudicious investment of money. An interview was 
accordingly arranged with Mr. Greatheart at which 
Augusta was present. 

Mr. Pullover opened the conversation by asking for a 
detailed statement of his wife’s investments, remarking that 
it was his desire to take the future management of her 
affairs into his own hands. 


316 


Mr. Greatheart listened to everything which Mr. Pullove 
had to say and then offered three observations, a: follows. 

(i) That Mrs. Pullover’s fortune was, in the main 
represented by £150,000 34 per cent. War Leute end 
that in consequence very little management was 
nec 

(ii) That she had given her father, on his death-bed, 
a solemn promise not to vary this investment without 
the advice of himself or one of his partners. 

(iii) That without any knowledge of Mr. Pullover; 
financial position, he, Mr. Greatheart, could not 
possibly advise Mrs. Pullover to accept the proposal, 

Mr. Pullover strongly resented these observations, which 
he regarded not only as an impertinence but also as a very 
definite attempt to weaken the bonds of connubial con. 
fidence which had been forged at the altar. 

To his astonishment, however, Augusta viewed the 
position from a somewhat different angle. She argued that 
as—at his request—she had instructed Mr. Greatheart to 
give him a full disclosure of her financial position, it was 
only reasonable that he should reciprocate by instructing 
Mr. Greatheart to give her an equally full and frank 
disclosure of his financial position, since between husband 
and wife there should be no secrets. This led to some 
domestic bickering and a few tears and the interview 
closed without any decision having been reached. 

During the succeeding week Mr. Pullover continued 
day and night to press his dear Augusta to disregard Mr. 
Greatheart’s remarks and to place implicit confidence in 
her husband, but the more he pleaded the more convinced 
she became that her promise to her late father was inviolable. 

She therefore informed her Lord and Master firmly and 
finally that she would never act contrary to the advice of 
Mr. Greatheart. This decision fairly put the “ cat among 
the pigeons ” and Mr. Pullover was left with no alternative 
but to confess, with heart-rending sobs, that his business 
affairs were in grave disorder and that, unless a large sum of 
money could be found within the next ten days, ruin and 
disgrace stared him in the face. Augusta thereupon 
referred him to Mr. Greatheart and within four days that 
gentleman was able to make a preliminary report. 

This disclosed the alarming news that Mr. Pullover was 
hopelessly insolvent; that clients’ moneys to an amount of 
over £100,000 had been misappropriated and that the 
inevitable day of reckoning had come. 

Mrs. Pullover spent many hours in earnest consultation 
with Mr. Greatheart, whom she questioned very closely ona 
number of matters, and having shed an appropriate number 
of tears reached ‘the following conclusions: 

(1) That notwithstanding Mr. Pullover’s wicked attempt 
to deceive and to rob her she felt that it was her duty 
to forgive him and to cling to him with all wifely 
affection. 

(2) That Mr. Pullover’s suggestion that she should 
sacrifice her entire fortune to save him from prison 
was childish, since it would reduce them both to 
poverty, a condition to which she had never been 
accustomed. 

(3) That he must rid himself of his Liabilities by filing 
his petition in bankruptcy. 

(4) That unless he could persuade his clients to overlook 
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his peccadillos he must swallow his medicine like a 

good boy and go to prison. 

(5) That she would attend his trial dressed in black and 
would ask leave to see him after sentence. 

(6) That she would live with him “ in intent ” through- 
out the entire period of his imprisonment. 


Mr. Pullover was sentenced to six years’ penal servitude 
and in due course was adjudicated bankrupt with liabilities 
of £132,684 and assets estimated to produce £14 2s. rod. 

Six weeks later Mrs. Pullover called on her solicitor 
Mr.Crawley. She had begged Mr. Greatheart to accompany 
her but that gentleman had politely but firmly declined the 
honour. 

She requested Mr. Crawley te prepare a case for Counsel 
—learned in taxation law—submitting the following facts 
and requesting a written Opinion on the correctness or 
otherwise of her understanding of the law on the subject: 

(1) Her husband, Mr. Septimus Pullover, an undischarged 
bankrupt, was serving a sentence of six years’ penal 
servitude. 

(2) She enjoyed an income of approximately £6,000 per 
annum mainly from 3$ per cent. War Loan, the 
interest on which was credited to her gross without 
deduction of tax. 

(3) There was no matrimonial dispute between her and 
her husband and in fact she had offered to hand over 
to her husband’s creditors a sum of no less than 
£1,500 in full settlement of their claims so as to avoid 
criminal proceedings, which offer had been refused. 

(4) She was living with her husband “ in intent” and 
was proposing to write to him regularly twice a year 
to assure him of her continued love and affection. 

(5) That in the case of a married woman living with her 
husband “in intent” only the husband could be 
assessed to income tax and sur-tax. 

(6) That as her husband could not possibly meet the 
claims for taxation, the Revenue authorities would 
have no alternative save to write off the debt as 
irrecoverable, being legally unable to assess her. 

(7) That as a result of her husband’s bankruptcy she 
would thereby be able to enjoy a substantial income 
free from all taxation. 


In his written Opinion Counsel was unable to point to 
any method by which the Revenue authorities could collect 
their dues but pressed the moral aspect of the case. 

Mrs. Pullover’s terse comment on this was that she was 
unaware that morals or equity entered into a taxing 
Statute. 


Under the new legislation the vexed question as to 
whether or not Mr. and Mrs. Pullover were living together 
“in intent ” does not arise. 

The Revenue authorities, finding themselves unable 
to extract the tax applicable to Mrs. Pullover’s income 
from her bankrupt husband, would doubtless hasten to 
relieve that unfortunate gentleman—to say nothing of 
themselves—from all further anxiety by the simple process 
of novation. 


The question became even more complicated where the 
married couple were living apart and income arose out of 
the United Kingdom. 

For such cases General Rule 16 applied, subject to the 
Second Proviso which had to be read in addition to the 
First Proviso : 

A married woman living in the United Kingdom separate 
from her husband, whether the husband be temporarily absent 
from her or from the United Kingdom or otherwise, who 
receives any allowance or remittance from property out of the 
United Kingdom, shall be assessed and charged as a feme sole 
if entitled thereto in her own right and as the agent of her 
husband if she receives the same from or through him or from 
his property or on his credit. 


Until quite recently Proviso (2) was understood to mane 
that where a couple were separated temporarily by circum- 
stances other than their wish to live apart, the wife, although 
not assessable as a feme-sole under Proviso (1), could be so 
assessed under Proviso (2) in respect of any income coming 
from abroad, provided it came from property, that is, 


-investment income and not earnings of any sort. 


A recent House of Lords’ decision in the year 
1948 modified all preconceived views, and in order to 
illustrate how General Rule 16 was interpreted by the 
Courts in the past and how, as a result of the Wugent Head 
decision, the Rule had to be interpreted between 1948 and 
1950, we select from our Notebook an example in three 


parts. 
It is, of course, understood that the Nugent Head decision 
will now be nullified by the Finance Act, 1950. - 


ILLUSTRATION Iv(a) 


There is much truth in the saying that misfortunes 
never come singly, but nevertheless the case of Mervyn and 
Matilda Whiting cannot be regarded as otherwise than 
exceptional. 

Early in the year 1926 Mrs. Whiting was taken “ by the 
heels” to the hospital suffering from a sharp attack of 
scarlet fever and within six weeks her unfortunate husband 
was rushed off to Switzerland with lung trouble, which gave 
every indication of rapid consumption. 

Thanks to the excellent medical treatment which Mrs. 
Whiting received she made a reasonably satisfactory 
recovery, but her heart was gravely affected and the 
doctors warned her that in no circumstances could she 
possibly join her husband in the High Alps. Matilda, who 
loved her Mervyn very dearly, was nevertheless determined 
to make the effort, and accordingly wrote to him to meet 
her, on the appointed day, at the Mountain Junction, 
known as the Halfway Chalet. 

Neither of them, however, was destined to reach the 
Junction. Mrs. Whiting’s heart well-nigh burst at about 
2,000 ft. above sea level and Mr. Whiting’s symptoms 
became so alarming when he attempted to descend below 
the 4,000 ft. level that the attempt had to be abandoned. 
Thus an impassable gulf of nearly 2,000 ft. tore asunder 

those whom the Rev. Stephen Collins had joined together 
at the altar. 

She could not go up and he could not come down and all 
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they could do was to gaze at one another through opera 
glasses and lament that nature should be so cruel. 

To repeat an experiment, which was fraught with such 
perils to both parties, was obviously out of the question and 
so Matilda, with many tears, turned her back on Switzer- 
land and by easy stages retraced her footsteps to England, 
where she settled down near Brighton, praying daily for 
her husband’s speedy recovery. But, alas, this was not to be, 
for, although he progressed sufficiently to make two very 
brief visits to the United Kindgom in the years 1932 and 
1933, he experienced a severe relapse in the late autumn of 
1936 and passed peacefully away, mourned by his heart- 
broken Matilda. 

Her husband’s illness and subsequent death were not, 
however, the only anxieties which this unhappy lady was 
doomed to endure between the years 1926 and 1936. 

Matilda was Canadian born and enjoyed in her own 
right a share of trust income from a Canadian settlement, 
the income being credited to her account with the Bank of 
Montreal in London without deduction of British income 
tax. 
The Revenue authorities, finding themselves unable to 
make an assessment upon Mr. Whiting, owing to the fact 
that he was not resident in the United Kingdom, assessed 
Mrs. Whiting as a feme-sole under Proviso (2) of General 
Rule 16. 

Mrs. Whiting at once referred the matter to Mr. Great- 
heart, who expressed the opinion that the assessment could 
not stand and must be discharged on the ground that 
Mrs. Whiting was not only not separated from her husband, 
but, on the contrary, was living with him “ in intent.” 
He further argued that, in his view, Proviso (2) of General 
Rule 16 could only apply in cases where the “ separation ” 
was due to matrimonial dispute. 

Acting on Mr. Greatheart’s advice, an appeal was lodged, 
but as the Commissioners upheld the views of the Revenue 
authorities, the case was referred to the High Court on a 
point of law. 

Notwithstanding the weighty arguments adduced by Mr. 
Greatheart, which were ably presented to the Court by 
Counsel, the Judge adopted a stubborn attitude and 
interpreted literally the words “ separate from her husband” 
in Proviso (2), and accordingly the appeal was dismissed 
with costs and the assessment upheld. 


It is satisfactory to note that although Mrs. Whiting lost 
her case in the Courts, Mr. Greatheart’s interpretation of 
the law was confirmed by the House of Lords twenty years 
later. The Nugent Head decision (1948)—which is discussed 
below—demonstrated clearly that Mrs. Whiting had never 
been separated from her husband and that the assessments 
had been made under a faulty understanding of the law. 

This temporary clarification of the position, however, 
in no way conferred upon Mrs. Whiting any right to 
reclaim the tax on her Canadian income which, for so many 
years, had been wrung from her unwilling hands. 


ILLUSTRATION Iv(b) 
Having succeeded in assessing Mrs. Whiting as a feme- 
sole in respect of her Canadian income, the Revenue 
authorities were encouraged to attack her in respect of her 
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3% per cent. War Loan interest and bank interes:, arising 
to her in her own right in the United Kingdom, in respect of 
which no income tax had been deducted at the source 
The argument of the authorities in this case was based op 
General Rule 16 itself which, as already indicated, ap. 
parently assumed that the vast majority of marrie: women 
did not live with their husbands and were thus autoraatically 
separated from them. 

Mr. Greatheart .again advised Mrs. Whiting to resis 
the claim and, if necessary, to tempt fortune in the Courts 
for a second time. He repeated his conviction that she was 
living with her husband “ in intent ” and as he was not 
resident in the United Kingdom and as Proviso (1) of 
General Rule 16 effectively prevented an assessment being 
made in respect of the War Loan and bank interest other. 
wise than on her husband, Mrs. Whiting could not be made 
to pay tax on these items of income. | 

In due course the case came before the Courts and on 
this occasion the views of Mr. Greatheart were gloriously 
upheld ; the assessments were discharged and Mr, 
Whiting celebrated the occasion by paying for Mr. Great- 
heart’s tea at Lyons’s Corner House, whither they had 
retreated for purposes of mutual backscratching. 


It is interesting to note the anomalous position which 
arose as a result of the two cases quoted above. 

In the second case (Illustration IV(b)) it was properly 
held that no assessment could be made on Mrs. Whiting in 
respect of her income arising in the United Kingdom on the 
ground that she was living with her husband, whereas in the 
first case (Illustration IV(a)) her income arising in Canada 
was held to be assessable because she was not living with her 
husband. 

This anomaly, however, was removed, as already stated, 
by the judgment in the House of Lords in the recent 
Nugent Head decision, which set aside the principle established 
in the case dealt with in Illustration IV(a). 


ILLUSTRATION IVv(C) 
It has already been mentioned (Illustration IV(a)) that 
Mr. Whiting found himself sufficiently well in the years 
1932 and 1933 to make two brief visits to this country. 

When he stepped from the airplane in 1932 he was 
welcomed by Matilda with heartfelt rejoicing and within 
an incredibly short space of time the whole of Brighton— 
including the local Inspector of Taxes—heard the news 
how the ill-fated couple, divorced for so long by cruel 
nature, had at last®though but temporarily—been re- 
stored to each other’s arms. 

In these circumstances one would have thought that the 
hearts of the Inland Revenue authorities would have been 
softened and that they would have permitted the “ love 
birds ” to enjoy their second honeymoon undisturbed by the 
advent of buff forms. But the local Inspector of Taxes, 
having been recently crossed in love, was now a confirmed 
misogynist and could not permit sentiment to interfere with 
the faithful discharge of his duties as a civil servant, and 
thus it came about that Mr. Whiting was eventually 
assessed in respect of his wife’s War Loan and bank interest, 
on the ground that although not resident in the United 
Kingdom, he had nevertheless set foot therein and had 
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thereby placed himself within the scope of income tax 
assessment . 

This action on the part of the Revenue authorities 
yndoubtecly caused Mr. Whiting grave anxiety and brought 
,bout a minor relapse in his condition which, it was feared, 


— might necessitate a curtailment of his brief holiday. Mr. 
cally ( Greatheart was at once summoned to Brighton and on 
* Bf \earning the facts of the case expressed the view that on 
resist fg this occasion the Revenue authorities were “ sitting pretty.” 
ourts g He added, however, that the question of enforcing payment 
was fy of such tax against the husband after he had left the 
not country was an open one. 
Yo ™ Mr. Whiting, notwithstanding the ray of hope which 
cing fy these latter words raised in his bosom and which assuredly 
her. g were never intended by Mr. Greatheart to provide a 
ade § solution of the difficulty, insisted on fighting the case and 
instructed Mr. Greatheart to take all necessary steps with 
on & thisend in view. Mr. Greatheart—with some reluctance 
usly fj and several shakes of his venerable head—agreed to act on 
frs, | Mr. Whiting’s instructions, and then caught the next train 
ate fp back to London. 
rad Thus it came about that in due course the case of Whiting 
y. Inland Revenue came before the Courts and, as antici- 
pated by Mr. Greatheart, the Crown proved successful. 
ich Mr. Greatheart’s comment after judgment had been 
delivered was that, following the principle thus established, 
rly assessments could, presumably, be raised for six years past 
in &f on the occasion of an isolated visit of the husband to this 
he country. 
he 
- It may not be wholly out of place to remark that Mr. 
Whiting, on his return to Switzerland, and after deep and 
q. | gave consideration, reached the conclusion that the waste 
nt | Paper basket was the proper receptacle for all communi- 
nd | ations enclosed in an envelope of buff colour. 

And so it happened that notwithstanding the judgment 
in Whiting v. Inland Revenue, the Revenue authorities 
“whistled ” for their money, and when in the year 1936 

they learnt of Mr. Whiting’s death and the fact that he had 
; — ‘ft no estate in this country, they were forced reluctantly 
to write off the deht as irrecoverable. 

Mrs. Whiting returned to Canada shortly after her 
husband’s death. She found it distasteful to her refined 


feelings to be labelled a feme-sole, and, moreover, she was 
tired of signing buff forms on the dotted line under the 
watchful eye of Mr. Greatheart. 

* * * * 


We now turn to a consideration of the case of Nugent 
Head v. Jacob, which occupied the attention of the Courts 
from 1946 to 1948, and which attempted to interpret the 
wording of General Rule 16. 

The case concerned an Englishman (who for three 
years during the war was out of the United Kingdom on 
military service) and his American wife, who during that 
period remained in the United Kingdom and was in 
receipt of investment income, in her own right, arising 
in America. An assessment for 1942/43 was made on this 
lady under Proviso (2) of Rule 16 in respect of the American 
income remitted to London, £7,082, during the previous 
year; and for the same year an assessment was made on her 
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husband under Proviso (1) in respect of the income arising 
in America and not remitted, £6,533. 

Strange as it may seem, the appeal was brought, not on the 
ground that the income was not assessable but that the 
assessment of,£7,082 should have been levied on the husband 
and not on the wife, and it is perhaps typical of this parti- 
cular point of law that the case should have gone as far as 
the House of Lords when the tax in dispute was, in effect, 
nil. 

The final decision, however, reached after each appellate 
body in turn had reversed the finding of its immediate 
inferior, was that Mrs. Nugent Head could not be assessed 
at all in respect of remittances of her income from property 
abroad because she was living with her husband “ in- 
intent,” and the case fell within General Rule 16 Proviso (1) 
which excluded it from Proviso (2). 

In the course of the judgment in the House of Lords, 
Lord Simon concluded that Provisos (1) and (2) of General 
Rule 16 were mutually exclusive, because the former dealt 
only with married couples whose separation was due to 
causes involving “ no rupture of marital relations,” while 
the latter dealt only with the contrasted case where there 
had been “a rupture in normal matrimonial relations,” 
the words “‘ temporarily absent . . . or otherwise ” referring 
to cases where, following a dispute, an experimental period 
of separation had been decided upon. 


The calculation of an assessment in respect of the income 
of either spouse had to be made with reference to the 
residential status of each; so that a married woman, who 
was not Ordinarily Resident in the United Kingdom, but 
who was living “in intent” with her husband within 
Proviso (1) General Rule 16, would be entitled to exemp- 
tion under Section 46 of the Income Tax Act, 1918, in 
respect of the interest on certain British Government 
securities in her beneficial ownership, irrespective of the 
residential status of her husband. 

Similarly, the income from overseas government securities 
and other overseas investments paid in the United Kingdom 
would be exempt under Schedule C, Rule 2(d) and Mis- 
cellaneous Rule 7 of Schedule D if it arose to a married 
woman who was non-resident for any particular year of 
assessment. 

The Nugent Head decision attained added significance 
when considered in relation to the question of residential 
status of husband and wife. 

It had always been considered that the residential status 
of either spouse was capable of independent determination, 
but following the Nugent Head decision Lord Simon in his 
recent publication Income Tax drew from his own judgment 
in the Nugent Head case the inference that if the wife were 
regarded for income tax purposes as resident in the United 
Kingdom and was “living with” her husband within 
Proviso (1), the husband could be assessed as a resident 
even though physically absent from the United Kingdom 
throughout the whole year of assessment. 

This inference was, however, so contrary to all established 
conceptions of what constituted “ residence” that even 
the Inland Revenue Department apparently recoiled from 
it, and decided not to attempt to apply it. 
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Possibly they already had glimpses of future legislation 
and preferred to wait for a comparatively simple Act of 
Parliament to relieve them of their headaches rather than 


to rely on the dicta of Lord Simon. 


These cases show very clearly that a complete re-drafting 
of the legislation on the subject of the taxation of married 
couples was imperative, but it was earnestly hoped that 
when the authorities tackled the subject and dealt effect- 
ively with their own just grievances they would show some 
consideration for the wrongs suffered by the married 


public. 


Why should married couples, of all people, be singled 
out for harsh and utterly unjust treatment? If a brother 
and sister keep house together, their respective incomes are 
not aggregated and the same remarks apply in the case of a 
man who lives with a mistress. Surely, therefore, married 


couples should be similarly treated ? 


It is, of course, true that there is no equity in a taxing 
Statute, but nevertheless every effort should be made to 


avoid injustice. 


In the past the legislation on the subject has, from time 


roof? 


Terminologicalexactitudes 


** Cottages” 

IN A RECENT DISPUTE AS TO WHETHER 
a house on a farm was or was not a 
‘** farmhouse” (to which the reliefs 
provided by Part IV of the Income 
Tax Act, 1945, apply to the proportion 
of the expenditure—not exceeding one- 
third—appropriate to its accommoda- 
tion and amenities) the Inspector of 
Taxes quoted the definition in the 
Universal English Dictionary: ‘‘ A house 
designed as the residence of the 
occupant of the farm on which it 
stands.” On that basis, he took the line 
that a certain house occupied by an 
employee was still a farmhouse, 
having been occupied by the previous 
owner of the farm. 

From there he progressed to the 
view that the “ dwelling ” in question 
was no longer a farmhouse, the land 
having been merged in a larger farm, 
but was still not satisfied that it was a 
cottage within the meaning of Section 
33 (1) (ibid.), which refers to capital 
expenditure on the construction of 
** farm houses, farm or forestry build- 
ings, cottages,” etc. His difficulty was 
whether a house, other than a farm- 
house, was a cottage, as it appears from 
the quotation above that a house other 
than a farmhouse or cottage is not 
strictly within Section 33. 
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The matter was finally settled in the 
taxpayer’s favour in these terms: 
“There is no statutory definition of 
the word ‘cottage,’ and whilst it is 
doubtful whether this particular dwell- 
ing comes within the ordinary meaning 
of the word, on the whole [it has been] 
decided to make no distinction between 
the dwelling at ——— (which had 
already been accepted as a cottage) 
and the dwelling in question.” 

Several things arise on such an 
argument. Perhaps the first to mention 
is the necessity of not giving up an 
argument which it is felt is right. (The 
amounts involved here were consider- 
able.) The second is the necessity of 
making sure of what is in dispute. 
Thirdly, the point was put down by the 
Inspector of Taxes twice for hearing 
before the General Commissioners, but 
the accountant got him to agree to 
adjournments on each occasion; in 
the accountant’s opinion it was hardly 
a point needing a hearing. Moral : 
don’t be stampeded ! Fourthly, where 
there is no statutory meaning of words 
the Revenue have no special backing 
—many “ dwellings” called “ cot- 
tages” are much more imposing than 

most farmhouses, or any other houses. 
One should always make sure that a 


to time, proved a “ two-edged sw 
the examples which we have given. 

The new legislation aims at rendering one eds of the 
sword completely harmless while leaving the other edge to 
continue the evil work. 

The question which we put to our readers is whether jt 
is right or moral to perpetuate an injustice on a respectable 
section of the public merely for-the sake of the additional 
revenue which it brings to the British Treasury ? 

If the principle be right in the case of married couples, 
why not extend it to entire families living under the same 


The Rev. Stephen Collins has dealt with the moral 
aspect in no uncertain terms and Mr. Greatheart has 
expressed his views on the material aspect of the subject, 
and for once these two gentlemen see eye to eye. 

Is there anyone who will dare to say they are wrong? 


And so, once again, we ring down the curtain. 


** Let us shut up the box and the puppets, 
for our play is played out.” 


»” as demonstrated by 


[Concluded] 


“ ruling ” by the Revenue is supported 
by the Acts. 

Lastly, this is an example of an 
attempt to “whittle down” relief 
given by the Acts; that must be 
resisted in all cases. 


The above is not the first argument as 
to the meaning of the word “ cottage.” 
Rule 8 (2) of No. V, Schedule A, as 
amended by Section 25, Finance Act, 
1922, provides that the cost of main- 
tenance, etc., for the purposes of a 
maintenance claim under Schedule A, 
is to include the replacement of farm- 
houses, farm buildings, cottages, fences, 
etc., where the replacement is necessary 
to maintain the exi$ting rent ; and is 
also to include additions or improve- 
ments to “ farmhouses, farm buildings, 
or cottages,’ but only if no increased 
rent is payable in respect of the 
additions or improvements and in so far 
as they are made to comply with the 
provisions of any statute or the regula- 
tions or by-laws of a local authority. 
As indicated in a recent note, the rule 
is to be applied reasonably, and work 
done in anticipation of such regulations, 
or to comply with the requirements of 
an Agricultural Executive Committee 
or’ a Milk Order, etc., qualifies as 
“maintenance” despite its capital 
nature. ‘ 

The similarity of the wording with 
that in Section 33 of the Income Tax 
Act, 1945, will be noted. It has been 
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suggestec that the word “‘ farm ” must, 
under the ejusdem generis rule, be applied 
»p “cottages ” only on a farm. That 
yould be an unreasonable restriction. 
But it must not be overlooked, both in 
Rule 8 (2) and in Section 33, that the 
intention is obviously to restrict the 
yord “ cottages” to dwellings on an 
agricultural estate. In claims, expendi- 
ture has been admitted under Rule 8 (2) 
on a gardener’s cottage and a game- 
keeper’s cottage ; the gamekeeper con- 
tributed to the maintenance of farm 


nora] 
has rents by keeping down vermin, etc. 
ject, M While on this topic it is well to state 


that it has been admitted that replace- 
ment under Rule 8 (2) is not limited 
to original cost ; the increase in costs 
of building, the increased powers 
given to sanitary inspectors and the 
general rise in the standard of living 
make it necessary to provide better and 
more expensive accommodation for 
both man and beast. Any part of the 
expenditure not allowable under Rule 
§(2) would rank for relief under 
Section 33, unless disallowed as the 
domestic proportion of the farmhouse. 

Section 32 of the Income Tax Act, 
1945, is also in point, as it permits any 
excess of the average expenditure in 
claims under Rule 8 over the annual 
value to be set against the taxpayer’s 
other income, so far as the excess is in 
respect of units of assessment used for 
husbandry, i.e., the “‘ domestic” pro- 
portion of expenditure on the house 
must be excluded. 

In considering whether the accom- 
modation and amenities of a farmhouse 
are such that the “ allowable ” portion 
of expenses to be charged in accounts 
or allowed under Section 33 of the 
Income Tax Act, 1945, should be less 
than one-third, it must be borne in 
mind that Section 33 was passed to 
encourage farmers to improve, inéer 
alia, farmhouses, etc. Such an improve- 
ment (within reasonable limits, of 
course) must not prejudice the propor- 
tion allowable. 


ng ? 


“ Allowance”? v. “ Relief” 

These two words seem to be used 
somewhat indiscriminately both in the 
Acts and by the Revenue and the pro- 
fessions. In the official edition of the 
Income Tax Acts the index of “ Defini- 
tions ** makes no mention of “ relief” 
but contains many references under the 
heading “ Relief.” Under “ Reliefs” 


the only reference is “ Personal, see 
Tables.” ‘* Allowances” also gives 
** Personal, see Tables,” but the index 
under “ Definitions ” gives “‘ Allowance 
or deduction,” referring to Section 32 
and grd Schedule, Finance Act, 1920, 
which states that there the expression 
*** allowance or deduction’ means any 
allowance, deduction or reduction of 
rate made or allowed under Sections 16 
to 23, both inclusive, of this Act.” (The 
schedule substitutes the expression in 
question for various references in the 
1918 Act to “‘ exemption, abatement, or 
relief.”’) The “ allowances, etc.” under 
Sections 16 to 23, Finance Act, 1920, 
are the earned income allowance 
(now Section 15, Finance Act, 1925, 
as amended), personal allowance, and 
deductions in respect of housekeeper, 
dependants and children, and the 
reduced rate. Nowhere is the word 
“relief” used, either in Section or 
rubric, until Section 24’s rubric says: 
“No relief where individual not resi- 
dent in the United Kingdom,” while 
the Section refers to “‘ no allowance in 
respect of earned income and no 
deduction (for any of the above) and no 
relief under Section 32, Income Tax 
Act, 1918 (life assurances). . . .”” Then 
Section 25 (1920) has as its rubric 
“ Right of husband and wife to claim 
relief separately,” though the Section 
itself only refers to “ relief” in connec- 
tion with life assurance premiums. 
Incidentally, the rubric to Section 32 
(1918) refers to “ relief,” though sub- 
Section (3) says: “No such allow- 
ance... .” Section 26 (1920), in 
amending the said Section 32, says that 
the latter “ relates to relief in respect of 
life assurance premiums,” but refers 
only to deduction or allowance. Section 
27 (1920) refers to relief in respect of 
Dominion income tax in both rubric 
and Section. 

Possibly Section 40 (1), Finance Act, 
1927, takes the palm. Its rubric says : 
“‘ Substitution of reliefs by way of 
deductions from tax for reliefs by way of 
deductions from assessable income, 
etc.,” and the Section uses similar 
wording, but incorporates a schedule 
which refers to deductions for most 
items but “ allowances” for earned 


income and old age, and finishes with 
** any reference in any provision of the 
Income Tax Acts to any allowance or 
deduction which is replaced by a relief 
under this Section shall be construed 


as a reference to such last-mentioned 
relief. ” 

All recent amendments have as rubrics 
references to “ Reliefs,” e.g., “ Increase 
of earned income reliefs, etc.,’’ while 
the Section is liberal in referring to a 
* deduction of tax” and “‘ additional 
relief” (see Section 24, Finance Act, 
1946) ; “‘ Alteration of certain reliefs ” 
with equally liberal words in the 
Section (see Section 15, Finance Act, 
1947). 

It would be a bold man who would 
try to quibble on the words “ allow- 
ance ” and “ relief” as being other than 
synonymous, but it is interesting to note 
that the official notes sent out with 
return forms refer to “ allowances” 
for earned income, personal, child, 
etc., deductions, including life assur- 
ance ! 


** Company ” 

Continuing to think of definitions, it 
is often very necessary to look closely at 
what the Acts actually say. 

The word “‘ company,” for example, 
for the purposes of sur-tax and certain 
controlled companies under Section 21, 
Finance Act, 1922, includes not only a 
company under the Companies Act 
(now that of 1948) (Section 31 (3), 
Finance Act, 1927) but also any body 
incorporated in any part of the United 
Kingdom under any enactment (Sec- 
tion 19 (3), Finance Act, 1936). 

For the purpose of deduction of tax 
from dividends and the notification of 
the “net United Kingdom rate” by 
a company which has received double 
taxation relief, the expression “ com- 
pany” means any body of persons 
paying a dividend from which deduc- 
tion of tax is authorised by General 
Rule 20 (Section 52 (1), Finance (No.2) 
Act, 1945); a “ body of persons” 
means ‘‘any body politic, corporate or 
collegiate, and any company, fraternity, 
fellowship and society of persons, 
whether corporate or not corporate ” 
(Section 237, Income Tax Act, 1918). 
Yet when we come to Section 33, 
Finance Act, 1924, we find that it is 
only a company within the meaning 
of the Companies Act, 1948, or a 
company created by letters patent or 
by or in pursuance of an Act of Parlia- 
ment that must accompany its dividend 
warrants by a voucher setting out the 
tax deducted, etc. There is a peculiarity 
in Section 52 (2), Finance (No. 2) Act, 
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dom income tax payable. . 


United Kingdom rate.” . 


The “‘ company ” mentioned in both 
places is that defined in Section 52 (1) ; 
it is the same company, i.e., body of 
persons. Yet every body of persons is 
not within Section 33, Finance Act, 
particulars to be given 


1924, so the 
by the company ” may be nil ! 


When we come to charging tax on 
mutual profits (Section 31, Finance 
Act, 1933) we find that the expression 
“company or society”? means any 
company or society incorporated in the 
United Kingdom or elsewhere, while 


Taxation 
Notes 


Unilateral Double Taxation Relief 


REGARDING THE UNILATERAL RELIEF PRO- 
vided by Section 36 and the Sixth Schedule 
of the Finance Act, 1950, the Inland Revenue 
have sent a circular to the secretaries of 
certain companies because of the provisions 
regarding deduction of income tax from 
dividends in cases affected thereby. 

The circular may be summarised thus : 

(1) Unilateral relief is given in cases 
where income arising abroad to a person or 
company resident in the United Kingdom is 
taxed both in the country in which it arises 
and in the United Kingdom. The overseas 
taxes affected are those charged on income 
or profits and corresponding to United 
Kingdom income tax or profits tax. Taxes 
payable under the law of a province, State 
or other part of a country qualify for relief 
only if the country is within the Common- 
wealth ; municipal and local taxes are 
excluded in all cases. 

In case of dividends received from an 
oversea company, taxes paid by that 
company in the country in which it is 
resident may be taken into account, in so far 
as they are attributable to the dividends, if 

(a) the United Kingdom company to which 

the dividends are paid controls at least 
half the voting power in the oversea 
company, or 

(6) the oversea company is resident in a 
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1945, because in subparagraph (6) it 
provides: ‘‘ Where the United King- 
. by the 
company is affected by double taxation 
relief, the particulars to be given by the 
company in the statement required by 
Section 33, Finance Act, 1924, shall 
[also] include particulars of the net 


certain purposes. 


“* Emoluments”’ ; ‘* Remuneration”? ; 
** Relative ”’ 


On similar lines we have different 


Commonwealth country and the divi- 
dends are ordinary dividends. (The 
participating part of a participating 
preference dividend is treated as if it 
were “ ordinary.”’) 

(2) Credit for oversea tax is limited in 
the case of tax paid in a Commonwealth 
country to 75 per cent. of the amount of the 
United Kingdom tax on the oversea 
income in question ; in all other cases to 
50 per cent. Credit is allowed first against 
profits tax, the balance against income tax. 

(3) The relief operates from April 5, 
1950, for income tax and from April 1, 
1950, for profits tax. Thus, in the case of a 
company assessed to income tax for 1950-51 
on the profits of the year to March 31, 1950, 
credit for oversea tax on the profits of that 
year will be allowed against income tax for 
1950-51, subject to a maximum of 75 per 
cent. or 50 per cent. (as applicable) of the 
income tax on the oversea income in 
question ; there will be no credit against 
profits tax. 

(4) Unilateral relief does not apply 
where there is relief available under a 
double taxation agreement. The agreement 
with the Irish Republic continues, otherwise 
Dominion income tax relief ended from the 
end of 1949-50. 

Deduction of Tax from Dividends 

(5) Section 52, Finance (No. 2) Act, 
1945 (as amplified by paragraphs 1 and 2, 
S.R. & O. 1946, No. 466), applies to uni- 
lateral relief. Briefly the provisions are : 

(a) Income tax is deductible at the full 


United Kingdom standard rate in force 
at the due date of the dividends. 


tor profits tax “company” means a 
company within the meaning of the 
Companies Act, 1948, or the Com- 
panies Act (Northern Ireland), 1932. 
The Companies Act, 1948, defines a 
“company ” as “a company formed 
and registered under this Act or an 
existing company, ” which in turn means 
‘a company formed and registered un- 
der the Joint Stock Companies Acts 
(1856, 1857, etc.) or the Companies Acts 
[of 1862, 1908 or 1929], but does not 
include a company registered under 
the [Joint Stock Companies Acts, the 
Companies Act, 1862, or that of 1908] 
in Northern Ireland or Eire,” though 
special meanings are given for some 


meanings for “emoluments” in th 
basis of assessment for Schedule p 
(Section 45, Finance Act, 1927; S¢, 
tion 30 (3), Finance Act, 1948), unde 
the Companies Act, 1948 (Section 196) 
and for deciding whether a child under. 
going training has an income over fi 
(which may be more than that under 
Section 45, Finance Act, 1927). Com. 
pare “ remuneration ” for the purposes 
of the profits tax (Section 63, Finance 
Act, 1947; Section 71, Finance Act, 
1948). And a “relative” for depen. 
dent relative relief (Section 22, Finance 
Act, 1920, as amended) is not neces 
sarily the same as a “ relative” jp 
determining control of a company for 
sur-tax purposes under Section 1, 
Finance Act, 1922. ‘“‘ Control ” too has 
different meanings, but possibly we 
must quibble no more this month. 


(6) A shareholder cannot obtain relief or 
repayment at a rate in excess of the 
company’s “* net United Kingdom rate.” 

(¢) The dividend voucher must show the 
“net United Kingdom rate.” 


(6) The net United Kingdom rate is 
arrived at by deducting from the full 
standard rate a rate representing the double 
taxation relief for the period for which the 
dividend is paid divided by the company’s 
statutory income for that period. Relief 
allowed against profits tax is excluded, but 
any relief taken into account in determining 
the net United Kingdom rate applicable to 
dividends received by the company is 
included. 

Example : Half income of company A 
consists of profits on which it has paid 
United Kingdom tax at 6s. (gs. less 3. 
D.T. Relief). 

Other half consists of a dividend from 
company B, which has a net United 
Kingdom rate of 5s. 

Company A’s net United Kingdom rate 
is therefore 5s. 6d. 

(7) Any dividends paid for a period 
which falls wholly before April 6, 1950, will 
not be affected. Anyone in difficulty or 
unfamiliar with the method of calculating 
the net U.K. rate is advised to consult the 
Inspector of Taxes. 

(8) The Board recommends that the 
dividend voucher should have a memoran- 
dum in the following terms printed on it: 

By reason of double taxation relief, the 
net United Kingdom rate of tax payable by 
[(a) applicable to the income of] the company 
is s. d.in the £. Under Section 52 of the 
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Finance (No. 2) Act, 1945, [(b) tax is deduc- 
tible by the company from this dividend at 
the full standard rate of s. d. in the £], but 
the rate at which any relief or repayment due 
may be allowed to a shareholder is limited 
to the net United Kingdom rate. 

(a) The words in brackets are optional 
alternatives for the words “‘ payable by.” 

(6) If the dividend is declared “ free of 
tax” substitute for the words in brackets 
“the gross amount which is the equivalent 
of this dividend for income tax purposes is 
ascertained by reference to the full standard 
rate of income tax ofs, d. in the £.” 

If the memorandum is printed on the 
back of the voucher, the secretary’s certifi- 
éate should be amplified as follows : 

I hereby certify that income tax on the 
profits of the company, of which profits this 
dividend forms a portion, has been or will be 
duly paid to the proper officer for the receipt 
of taxes, and that the company’s net United 
Kingdom rate of tax (see overleaf) is s. d. 
in the £. 


Dividend Vouchers 

The above certificate brings up once 
more the curious fact that so many 
companies still use a certificate stating 
that: “‘ the tax deducted from the 
dividend has been or will be paid to the 
proper officer for the receipt of taxes.” This 
fails entirely to recognise the law. The 
certificate should state that tax has been or 
will be paid on the company’s profits of 
which the dividend forms a portion. 

The erroneous certificate is applicable to 
deductions under General Rules 19 and 21, 
where the tax is accounted for by being 
kept in charge or paid over separately, as 
the case may be. Deduction from dividends 
is entirely different, and is under General 
Rule 20, as amended. Briefly, this em- 
powers a company to deduct tax from a 
dividend paid out of profits that have been 
taxed or would form the basis of assessment 
if the actual profits of the year were the 
basis instead of those of any other period. 
There is no accounting for the tax deducted, 
however. 

This can be readily seen in the accom- 
panying example. 

But let us for a moment examine the 
position if the company decided to be 
imprudent and distribute the whole £4,050. 
As all tax to date has been satisfied, this 
would be a “free of tax” payment, 
equivalent to £9,000 gross. Is that correct ? 

Section 7 (1), Finance Act, 1931, provides 
that General Rule 20 is to be construed 
as authorising the deduction of tax from the 
full amount paid out of profits which have 
been charged to tax or which would fall to 
be included in computing the liability of 
the company for any year if the Acts 
required the computation to be made on 
the actual profits of the year and not by 
reference to those of any other period. 


“ Dividend Vouchers’’—Example 


Company commenced May 1, 1947, making up accounts to April go. 
Profits to April 30, 1948, £2,400 ; 1949, £6,000; 1950, £10,000; 1951, £20,000. 


Assessments : 1947-48 {£2,400 X —- = £2,233 
12 
1948-49 £2,400 
1949-50 £2,400 
1950-5! £6,000 
Tax paid to 
Dividends paid Tax deducted Revenue 
£ £ £ £ 
In 1947-48 January 1948 1,000 450 On 2,233 1,005 
1948-49 June 1948 1,200 540 
January 1949 2,000 goo 2,400 1,080 
1949-50 June 1949 4,000 1,800 
January 1950 5,000 2,250 2,400 1,080 
1950-51 June 1950 4,000 1,800 
January 1951 8,000 3,600 6,000 2,700 
£11,340 £5,865 


This type of case raises an interesting problem that can be seen more easily from the 


following figures : 
Company started April 6, 1947. 
Profits, Years to: April 5, 1948, £1,200; 1949, £4,000; 1950, £10,000; 1951, £8,000. 


Dividend paid Tax 
Assessment Tax paid Profits in year (gross) deducted 
£ £ £ £ £ 

1947-48 1,200 540 1,200 360 
1948-49 1,200 540 4,000 3,600 1,620 
1949-59 4,000 1,800 10,000 9,000 4,050 
1950-51 10,000 4,500 8,000 8,000 3,600 
£16,400 £7,380 £23,200 £21,400 £0,630 


At April 5, 1951, the balance on profit and loss appropriation account is as follows : 


Profits to date 
Income tax to date 


Less net dividends paid 


23,200 
7,380 


15,820 


21,400 
9,630 


11,770 


£4,050 


This is made up of the tax on dividends in excess of assessments £(21,400 — 16,400) 
= £5,000 at gs. = £2,250, plus the non-distributed profits of £1,800. Modern 
ideas would require tax on £8,000 to be set aside, i.e., £3,600, to meet the tax for 1951-52 
(based on 1950-51 profits), leaving £450 free (ignoring reserves), equal to a gross amount 


of £1,000. 


At that point, on the above facts, it seems 
that the maximum amount covered by 
Section 7 (1) is the actual profit to April 5, 
1951, since that exceeds the profits actually 
charged. This amounts to £23,200, of 
which £21,400 has been paid away in 
dividends. How then, can a _ further 
£9,000 (gross) be covered by Section 7 (1) ? 

Section 7 (2) provides that a dividend 
paid out of such profits as are mentioned in 
Section 7 (1) is to be deemed to represent 
income of such amount as would, after 
deduction of tax as authorised by the 


provisions of Rule 20, be equal to the net 
amount received. 

It is then necessary to turn to Section 20, 
Finance Act, 1940, which provides that if 
a dividend is paid without deduction of tax 
(or under deduction of less than the full 
amount authorised), the amount paid is to 
be deemed to be a net amount received in 
respect of a dividend from the gross amount 
of which such deduction as is authorised by 
the said Rule 20 has been made. (We can 
ignore here preference dividends and 
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dividends paid in a year before the rate is 
altered.) 

Again, Section 52 (2), Finance (No. 2) 
Act, 1945, provides that in respect of any 
dividend from which deduction of tax is 
authorised by General Rule 20, the amount 
of tax to be deducted is not to take into 
account any reduction by reason of double 
taxation relief. 

What does General Rule 20 authorise ? 
The deduction of tax appropriate to the 
dividend paid out of the profits or gains as 
mentioned in Section 7 (1), Finance Act, 
1931, and no more. 

Looking at the figures from this angle, 
the position appears to be : 

Total profits (a) which have 
been charged to tax, or (6) which 
would fall to be included in 
computing the liability if the 
Acts required the computation 
to be made on the actual profits 
of the year (the same profits 
cannot fall under both — 
(a) and ()) 

That is therefore the maximum 
amount from which General 
Rule 20 and Section 7 (1), 
Finance Act, 1931, authorise de- 
duction of tax. 

Tax has — been deducted 
from 


£23,200 


£21,400 


Leaving a balance of £1,800 


It therefore seems that any dividend the 
gross amount of which exceeds £1,800 
cannot be subject to General Rule 20, nor 
be income of the shareholders. The 
principles behind the ruling in Gimson v. 
C.1L.R. (1930) 15 T.C. 595, appear to 
apply, and if the company pays a dividend 
of £4,050 net, this must be divided as to 
£990 net (£1,800 gross) liable to tax, and 
£3,060 not so liable. The £3,060 is made 
up of : 

Tax on actual Late £23,200 


at gs. £10,440 
Tax paid on " sascesments for 
same period. . . £7,380 
£3,060 
Reconciling with : 
Tax on £8,000 (profit of 
1950-51) «.. -- £3,600 
Less tax on £1,200 (first year’ 
profit) assessed twice £540 
£3,060 


There would be no argument about a net 
dividend of £450, of course. This is made 
up of : 
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Gross balance undistri- 


buted £1,800 
Tax paid to April 5> 1951 £7,380 
Tax reserved for 1951-52 £3,600 
£10,980 
Less tax recouped from 
dividends 


£9,630 


£1,350 £1,350 


Net amount available £450 


Schedule A Assessments 

The Revenue cannot increase a Schedule 
A assessment between revaluations unless 
there has been some change in the character 
of the property, for example, structural 
alterations, building on land, converting a 
house into flats, etc. (cf. RR. 9, 11, No. IV, 
Schedule A). In view, however, of the 
provisions of the Finance Act, 1940, 
Sections 13 to 18, whereby profit rentals 
are assessable, the restriction of powers 
mentioned is of little practical importance. 

It must not be overlooked, however, that 
the taxpayer has the right in any year to 
appeal against the Schedule A assessment 
(Section 26, Finance Act, 1925). Any agent 
may represent the appellant at such an 
appeal, which is to the General Com- 
missioners. Notice must usually be given 
within 12 months from the end of the year 
of assessment in question (paragraph 6 (3), 
10th Schedule, Finance Act, 1942). 

The right referred to must not be confused 
with that given by Section 21, Finance Act, 
1930, which allows an appeal (notice 
within 12 months from the end of the year 
of assessment) where any apartment or 
tenement in any house or buildings let in 
different apartments or tenements and 
occupied by two or more persons severally 
was unoccupied during the year or part 
of it. 

There is also the right to claim relief from 
tax under Schedule A on a house for any 
period it is unoccupied (R. 4, No. VII, 
Schedule A) unless rent (other than ground 
rent) is being received (Section 14, Finance 
Act, 1940). 

It is opportune to remind readers of the 
decision in Davies v. Abbott (1926-27, 
11 T.C. 575), where a lease was granted for 
a term of 14 years, in consideration of a 
premium of £200 and an annual rent of 
£30, the lessee covenanting to do all 
repairs, internal and external (except the 
roof), The gross rating value was £35. 

The lease was assigned three years later, 
for a premium of £900, to the appellant 
who occupied the premises. He contended 
that the annual value should be £37, i.e., 
the rent (£30) plus £7 for landlord’s 
repairs done by the tenant. The General 
Commissioners decided to base the annual 


value on the terms of the original |: se, ang 
fixed the assessment at £68, mace up a 
follows : 


% 
Rent under lease 


30 
Premium £200 + 14... 14 
Interest on premium .. :5 
Landlord’s repairs .. 14 
68 
me 


The Court of Appeal held that the Com. 
missioners were entitled to take into 
account the premium and the interes 
thereon. 

This may be important in excess rent 
cases. 


Tolley’s Tax Tables for 1950-51 at 93, 


The new edition of this well-known publica- 
tion (Chas. H. Tolley & Co. and Waterlow & 
Sons, Ltd., 2s. 6d. net) incorporates tables 
showing : A, Tax payable at the reduced 
rate of 2s. 6d. in the £ on the first £50 and 
5s. on the next £200 of taxable income, 
both in £1 stages; B and C. Tax at 
gs. in the £ on 1d. to £1 and on f1 
to £1,000, thereafter in stages of 
£500 to £10,000; D and E. Tax free 
tables; F. Gross equivalent of a net 
dividend of £1 at various rates from 1d. to 
tos. in the £; and G. United Kingdom 
tax deductible by bankers and other 
paying agents (at 6s. in the £ on the gross 
dividend) from the amount received after 
deduction of the American non-residents 
withholding tax at 15 per cent. The last 
table (G) is a new feature, and the general 
form has been improved to make the tables 
easier to use. A valuable time saver to have 
at hand. 


Depreciating at Replacement Costs 


A recommendation made to the Tucker 
Committee by the Society of Incorporated 
Accountants—and not, it is believed, by any 
other witnesses—was to the effect that, 
subject to two provisos, necessary provisions 
for replacements should be allowed as 
deductions from profits for tax purposes. 
The two provisos were: (a) that the 
amounts should be brought into charge if 
they were not used for the anticipated 
purpose within a reasonable period and (b) 
that if so used they should be deducted from 
the cost of the new asset for purposes of wear 
and tear. 

At the annual general meeting of the 
Cunard Steam-ship Company the chairman, 
Mr. F. A. Bates, showed that the very large 
fixed assets of the company, all compara- 
tively short-lived and particularly subject to 
inflationary impulses, were imperilled by 
the gearing of depreciation to historical 
costs for tax purposes. The remedy he 
proposed was substantially that put to the 
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Tucker Committee by the Society. He said : 


It would suffice our purpose and give 
confidence for new building contracts which 
take years to complete, if we could now charge 
in our accounts before taxation a reserve on a 
basis necessary for replacement with the 

yiso that this reserve would be liable to be 
brought back into computation for taxation, 
unless spent in due course on ship construc- 
tion. It may be recalled in the precedent of 
the tonnage replacement agreement made by 
the Government with the shipowners through 


*) and 
UP as 


om- the War Risks Associations in the early days 
into of the war, that arrangements were provided 
rest to ensure a percentage of the insurance 


moneys being used for replacement purposes 

and that alone. 

A similar suggestion was made more 
recently by Sir Ernest H. Murrand, chair- 


9s, HF man of Furness Withy and other shipping 
companies. He said that replacements of 
“4 ships were now costing up to three times the 
v & original figures. He proposed that the 
les jon of taxation appropriate to reserves 
bed st aside for replacing obsolete tonnage 
nd should be held in escrow for a period, 
"¢; BF during which shipowners could draw upon 
o the escrow fund to contribute towards 
. replacements. 

te § “Herd Basis *—Immature Animals 
2 In reply to a question in the House of 
ba Commons asking whether the Chancellor of 
mM § the Exchequer was aware that Inspectors of 
vd Taxes were refusing to admit immature 
“ animals under the herd basis, and whether 
7 he would instruct them to admit such 
a animals under paragraph 7 (2) (6) of 
; Schedule X to the Finance Act, 1947, the 
=] 

e 


Chancellor replied that where an election 
was made for the herd basis for tax purposes, 
the latter required immature animals to be 
excluded from the herd, except where 
certain special conditions, set out in para- 
graph 7 of Schedule X to the Finance Act, 
1947, were satisfied. In cases of dispute on 
this point, there was a right of appeal to the 
appropriate body of appellate commis- 
sioners. 


Double Taxation Agreements 

The double taxation relief convention with 
Denmark relating to income taxes, ratified 
during July, has been published as a 
Schedule to an Order in Council (S.L., 
Number 1195 of 1950). 

Conventions with the Netherlands, relat- 
ing to income taxes and death duties, which 
were also ratified during July, have been 
similarly published (S.I. Numbers 1196 and 
1197 of 1950). 

The text of an agreement with Ceylon, 
signed during July, is contained in a Draft 
Order in Council recently published. The 
agreement, which provides for the avoidance 
of double taxation on income and profits, is 
expressed to take effect in the United 
Kingdom from April 6, 1950. 

The agreement with Ceylon is especially 
welcome, both because it removes a con- 
spicuously severe discouragement to British 
trading in the Dominion and exports of 
capital goods, and because it is evidence that 
the Chancellor of the Exchequer was 
justified in his confidence that the provisions 
of the last Budget for unilateral relief from 
double taxation would not prejudice nego- 


Recent Tax Cases 


Schedule E—Railway employee—Contributory 
superannuation scheme—Admission of member 
over age of 4g0—Membership antedated on 
payment of back contributions—Whether any 
deduction allowable in respect of such payment— 
Income Tax Act, 1918, Schedule E, Rules 1, 9— 
Finance Act, 1921, Section 32—Income Tax 
(Superannuation Fund) Regulations, 1921, Para- 
graph 5. 

Kneen v. Ashton (Ch., April 3, 1950, 
T.R. 77) was one of those cases where the 
tax-payer is unlucky enough to get a decision 
in his favour from General Commissioners 
and then to find not only that an important 


By W. B. COWCHER, 0.8.8., B.LITT., Barrister-at-Law 


principle is involved but that it is desirable 
from the Revenue point of view that that 
principle should be established definitely. 
Respondent at 48 years of age had, on 
April 15, 1946, been admitted to member- 
ship of the Superannuation Fund Associa- 
tion of the L.M.S. Railway Company, but, 
in view of his age, had under the Rules only 
been allowed by the committee of the 
association to commence membership as 
from the age of 40 upon payment of the sum 
of £202 16s., spread forward as six annual 
payments of £33 16s. For the year ending 
April 5, 1947, there was deducted from 


tiations for bilateral agreements. This 
agreement allows British companies operat- 
ing in Ceylon to pay in United Kingdom 
tax only the difference between the total of 
Ceylonese taxation on profits—normally 
about 41 per cent.—and the normal total 
of United Kingdom taxation on profits, 
which is between 50 per cent. and 56 per 
cent. The Ceylonese Government exempts 
from tax the earnings of ships and 
aircraft operating in the Dominion, copy- 
right royalties, non-Government pensions 
and the earnings of temporary residents in 
Ceylon; tea sales in London and the 
income of United Kingdom residents 
trading through agents in Ceylon will, 
however, still attract Ceylonese tax and 
super tax will still be levied on rupee com- 
pany dividends remitted to the United 
Kingdom. 

It is reported that a new Anglo-French 
agreement has been initialled, will be pub- 
lished soon and will probably become 
effective in 1951. Double taxation is to be 
abolished either by relieving taxation in the 
country of residence or by assessing tax in 
the country where the income arises on the 
basis of the taxes applied in the other country. 
The agreement will improve the tax treat- 
ment of authors’ earnings, royalties on 
patents, income from real estate, pensions 
and annuities, and income from professional 
practices or securities. 


Our Professional Notes this month include: 
Two Inquiries into Taxation ; Building Societies ; 
Sur-Tax Payers ; Historic Houses—Financial 
Relief. 


respondent’s salary the current contribution 
of £25 10s. 2d. and also the first of the back- 
contribution instalments of £33 16s. He 
claimed allowance of four-fifths of both. 
(There was no dispute as to the correctness 
of this fraction.) The General Commis- 
sioners had allowed the claim but Rox- 
burgh, J., reversed their decision. 

By Section 32 (1) of the Finance Act, 
1921, contributions to superannuation funds 
were, subject to regulations, to be allowed as 
expenses under Schedule E for the year of 
assessment in which paid but, by Proviso (a) 
to the sub-Section, allowance was restricted 
to “an ordinary annual contribution.” 
Paragraph 5 of the Regulations made by 
the Revenue under the Section (S.R. and O., 
1921, No. 1699) defines this term and by cut- 
ting out the word “ordinary” introduced an 
element of doubt. Roxburgh, J., holding that 
the £33 16s. was an instalment of a once-and- 
for-all payment for valuable rights, held that 
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it was impossible to say that the annual 
instalments were “annual instalments ” 
within paragraph 5. 

Despite the wording of Proviso (a) to 
Section 32 (1), he held that by Regulation 
the Revenue were entitled to cut out the 
word “ordinary” in their definition of 
*‘ ordinary annual contribution.” If this is 
so, it would seem to imply that a Depart- 
ment, where empowered to make Regula- 
tions, can curtail the restrictions imposed by 
the proviso to a Section and so extend the 
relief granted by it. 


E.P.T.—Firm of  stevedores—Deduction in 
arriving at profits—Firm own insurer in respect of 
accidents to workmen—Charge in accounts in 
respect of estimated liabilities—Whether sums 
deductible in respect of unpaid claims— Whether 
sums deductible in respect of claims admitted or 
Found to be due after end of chargeable accounting 
period—Finance (No. 2) Act, 1939, Section 14. 

James Spencer & Co., Ltd. v. C.LR. 
(Court of Session, May 31, 1950, T.R. 153) 
was a case which involved questions, 
inseparable from a tax imposed for a 
limited period, which had been repeatedly 
before the Courts in connection with the old 
excess profits duty. To increase the 
deductions from, and restrict the amount of, 
gross income for the chargeable accounting 
periods may have very important con- 
sequences in terms of tax payable. In the 
present case, a firm of stevedores had at the 
material time carried their own employer’s 
liability risk instead of insuring it. In the 
later years of the last war, the accident rate 
rose to an exceptional level and the Special 
Commissioners had been asked to determine 
the basis upon which the deduction in 
respect of the increased liability of the firm 
from this cause should be computed in 
arriving at the profits for the last chargeable 
period, the nine months ending December, 
1945. 

The firm proposed to charge a sum made 
up of (i) the capitalised value of claims 
admitted for weekly payments, even when 
such value had not been paid during the 
period, and (ii) claims which had not been 
admitted nor decreed within the period but 
which were subsequently admitted or found 
by the Court to be due. The Revenue had 
disallowed the second category on the 
ground that it was a reserve against future 
liabilities. Asked to find the legal principle 
involved, the Special Commissioners had 
held that : 

no liability in respect of an accident arose 

until it was either admitted or, if disputed, 

determined by the decision of a competent 
court. 

The appellants in the case asked the 
Court to determine whether liability in 
respect of an accident arose (a) at the time 
of the accident or () when liability was 
admitted or determined. The Court of 
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Session did not like this attempt to pose the 
question divorced from the relevant facts 
and without distinguishing between the 
different types of possible claims. The Lord 
President, examining the relevant cases, 
found that the broad working rule was to 
enquire in which accounting period the 
right or liability was established and to 
carry the item into the account for that 
year, the word “ established ” being used 
to indicate “proper commercial and 
accountancy practice” rather than sys- 
tematic jurisprudence. 
. . . if in the earlier period there is only a 
provisional or contingent “ liability ” it is not 
until it has been subsequently determined to 
be an actual “ liability” by admission or 
decision that it can be properly be brought 
into computation; and it should then be 
debited, even if it is not until a still later 
period that the exact quantum can be 
inserted, if need be by reopening the accounts, 
** Applying these practical working rules ” 
to the case, he held that the Special Com- 
missioners were right in their finding. He 
concluded that his was a_ generalised 
answer to a generalised “ question ” and it 
was quite possible that in special instances 
the generalised answer might be inadequate 
or require qualification. To the two 
questions submitted, he answered (a) in the 
negative and (6) in the affirmative. The 
other judges concurred. 
The decision, as a statement of general 
principle, should be of considerable value 
in practice, despite the qualifications. 


Income-tax—Dependent relative—Sister without 
means keeping house for brother—Denial of 
public assistance—Grounds of refusal—Claim by 
brother for dependent relative allowance—Finance 
Act, 1920, Section 19 (1), 22—Finance Act, 
1938, Section 21. 


C.1.R. v. Fairbairn (Court of Session, 
May 24, 1950, T.R. 143) was a case where 
the sympathies of the Court were with the 
respondent but the law left it no option but to 
reverse the decision of the Commissioners 
which had been in his favour. Under 
Section 21 of the Finance Act, 1938, in the 
event of any person proving that during any 
year of assessment he has a relative living 
with him who, to quote the relevant part of 
the section, has been denied public assistance 
“on the ground that the relative was being 
maintained wholly by him,” then he was 
to receive a deduction from the amount of 
tax otherwise chargeable equal to the tax on 
the cost of maintenance but not exceeding 
the tax on (now) £50. Respondent was an 
unmarried shepherd whose sister kept 
house for him, She received no wages 
but was maintained “in family” by him. 
She paid contributions as a self-employed 
person under the National Insurance Act 
but, on making application to the National 
Assistance Board, was refused relief upon 


the ground that “ she was in full-time wog 
as full-time housekeeper to her brother: 
Despite the fact that both Commissions, 
and Court were in sympathy with ‘he lain, 
the present writer finds it difficult to y 
from the report before him why the fact 
the brother having his sister « 
keeper but paying her no wages shou 
entitle him to any relief from tax. Had sh. 
been a stranger and not a relative he woul 
have had no claim. 


E.P.T.—Capital employed in business—Capita 
assets destroyed by enemy action—Claims 4 
payment for war damage—Whether debt 
Whether such claims capital employed in busing; 

Birmingham Small Arms Co., Lti, 
v. C.I.R. (C.A., March 15, 1950, T.R. 35) 
was noted in our issue of March last (pages), 
A large part of the company’s machinery and 
tools of the value of £647,012 had been 
destroyed by enemy action on November 
22, 1940, and it was claimed that under the 
proviso to Section 13 (3) of the Financ 
(No. 2) Act, 1939, there should be an 
increase of the standard profits owing to 
an increase in the capital employed by 
the acquisition of the right to receive a war 
damage payment. The Special Commis. 
sioners had rejected the claim ; their view 
had been upheld by Croom-Johnson, J. ; 
and the latter’s judgment was affirmed a 
a whole by a unanimous Court of Appeal. 
In view of the magnitude of the issue and 


its general character, leave to appeal to the 
House of Lords was given. Whilst the Court 
of Appeal judgments contain much interest. 


ing discussion upon this specialised subject, 


in view of the case going higher its further 


consideration can be deferred. 


Schedule D — Trade — Amusement caterer — 
Purchase and resale of amusement equipment— 
Whether profits on sale assessable. 


Crole v. Lloyd (Ch. March 29, 1950, 
Official Leaflet No. 1508) was a case which 
was only remarkable from the fact that it 
should have been taken to the High Court. 
From time to time, reports appear in the 
Press of robberies of large hoards of notes, 
and these reports are of special interest to 
the Revenue. Appellant had been robbed 
of £9,000, a sum far exceeding any amount 
required in his business and unexplained by 
the accounts submitted by his qualified 
accountant. As is not unusual in such cases, 
the explanation included winnings at cards, 
gambling transactions, and sale of a ring; 
but it also included profits from the sale of 
motor cars and from the purchase and 
resale of amusement equipment bought for 
the purposes of appellant’s business. The 
appellant had given his statement on oath ; 
but, as Roxburgh, J., who characterised the 
appeal as “‘ audacious,” remarked, it may 
be that the Commissioners had not accepted 
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much of his evidence. ‘Lhe Revenue 
chimed that it was open to the Com- 
nisioners to find that the £9,000 repre- 
gated omitted business takings and, alter- 
satively, that the surplus from the purchase 
and re-sale of the equipment was either part 
ofhis trade or was the profits of an adven- 
ye or concern in the nature of trade. The 
fading by the Commissioners excluded 
eerything except the last item and was that 
the surplus arose from “an adventure or 
concern in the nature of trade.” The 
argument that, although this finding was 
one of fact, the profits from the amusement 
equipment arose from fixed capital, was one 
with which Roxburgh, J., said he could not 
deal seriously. He added: ‘“ Quite obvi- 
ously in such a business the amusement 


* 35) equipment is the stock-in-trade ”; but it 
+95). appears that the judgment would have been 
‘a more satisfactory if the sentence had been 


omitted. 


Income tax—Deduction—Brewery— Tied houses 
—Rents paid by brewers under long leases—In 
amiving at brewery profits rents first allowed and 
then disallowed by additional assessment—Dis- 
coery—Rents paid by tied tenants less than 
nents obtainable if let as free houses—Whether 
differences admissible as deductions—Income Tax 
Act, 1918, S. 125—Sch. D. Cases I and II, 
Rule 3 (a) (¢) (m)—Finance Act, 1940, 
Sections 13, 17. 

Tamplin & Sons, Brewery, Brigh- 
ton, Ltd.v. Nash (C.A., May 10, 1950, T.R. 
121) was noted in our issue of January last 
(page 30). Croom-Johnson, J., had upheld 
the decision of the Special Commissioners 
whereby, in view of the provisions of 
Section 17 of the Finance Act, 1940, regard- 
ing long leases, they had refused a deduction 
in computing brewery profits of the differ- 
ences between the rents received from 
“tied” houses and the rents which would 
be obtainable if the houses were let “ free of 
tie.” A unanimous Court of Appeal reversed 
this decision, full judgments being given 
by Lords Justices Somervell and Singleton 
and it being held that the House of Lords’ 
decision in Usher’s case (1918, A.C. 433, 
6 T.C. 399) had not been nullified by the 
Excess Rents provisions of the Finance Act, 
1940, in regard to “long leases.” Both 
judgments contain illustrations of the 
problem although it cannot be said that they 
dispose of all the issues involved. It is, 
however, possible to show the nature of the 
problem in figures. Let it be assumed that 
a small brewery makes a gross profit of 
£1,000 before deducting a rent of £200 paid 
on a long lease in respect of a licensed house 
worth £100 per annum if let “ free” but 
let at £50 per annum to a “ tied ” tenant. 
The net profit, inclusive of the £50, is £800. 
By Section 17 no deduction is to be allowed 
in respect of the £200 in arriving at the 
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Case I liability but the brewer is entitled to 
deduct tax. He therefore is assessed £1,000 
gross and has £800 left after deducting tax 
on the £200. The house is, however, 
assessed under Schedule A in excess of the 
£50 and, the tenant being entitled to deduct 
tax on this amount, the brewer will have 
paid tax on £850, or £50 more than his net 
profit. He claims, however, to deduct in 
arriving at his profits not only the £50 but 
the rent £100 which he could get for the 
house if it were let free of “ tie,”’ that is, not 
only the £50 but the rent “ forgone ” ; and, 
at the present stage of the case, this claim is 
held to be valid under the Usher decision. 
Leave was given to appeal to the House of 
Lords. 

Webb’s (Aberbeeg), Ltd. v. Davies 
(C.A., May 10, 1950, T.R. 131) was also 
noted in our issue of January last (pages 
30-31). It raised two issues. The first was 
the same as that in Tamplin’s case. The 
second was a claim that where the rent 
under the long lease was less than the annual 
value deduction of the latter was not 
prohibited by Section 17 of the Finance 
Act, 1940. The Special Commissioners had 
found in favour of the brewery company on 
this point but their decision had been 
reversed by Croom-Johnson, J., only to be 
restored by a unanimous Court of Appeal. 

Reverting to the example given above in 
the note on Tamplin’s case, let it be assumed 
that the long lease rent is £100 instead of 
£200 and whilst the “tied” rent is £50 
the “ free ” rent is £120 and is the same as 
the gross Schedule A valuation. In the 
judgment of Somervell, L.J., he said that 
if the Schedule A valuation was up to date, 
** it would be the amount to be taken, one 
would assume, in estimating the rent 
forgone.” In principle, however, he con- 
tinued, if relevant circumstances had 
changed since it was arrived at, either a 
higher or lower figure should be taken on 
proof. Where the Schedule A valuation 
was taken as the “free” rent he said 
that in Usher’s case Lord Parker had 
held that whilst, in the case of the “ tied ” 
tenant, the principle now found in Rule 
5 (2) to Cases I and II of Schedule D 
applied, whereby deduction was restricted 
to the net Schedule A assessment, this did 
not apply to the claim of the brewery ; and 
Somervell, L.J., therefore found that by 
virtue of Usher the brewery was, where the 
Schedule A valuation was regarded as 
equivalent to the “ free” rent, entitled to 
deduct the gross assessment. 

The opinion may be expressed that, 
whilst in these brewery cases the Crown has 
claimed more than it should, the brewers, 
upon the other hand, have obtained some- 
what more than that to which they are 
equitably entitled. In Webb’s case, as in 
Tamplin’s, leave to appeal to the Lords was 
given. 


E.P.T. — Company — Controlling interest — 
Governing director with sweeping powers— 
Majority shareholding held by trustees of whom 
governing director one—Voting power in respect 
of trust holding residing in widow of founder— 
Power of governing director to obtain this voting 
power—Power of governing director to acquire all 
shares of company at valuation—Whether 
company director-controlled—Finance (No. 2) 
Act, 1939, Section 13 (9). 

John Shields & Co., Ltd. v. C.LR. 
(Court of Session, May 30, 1950, T.R. 151) 
was a case where, as in Bibby v. C.1.R. (1945, 
29 T.C. 167 (H.L.), 173, L.T. 17), it would 
have been an advantage to a company for it 
to be held to be one wherein the directors 
had “ a controlling interest.”” The company 
had been incorporated in 1936 with a 
capital of £50,000 in £1 shares. Its articles 
conferred upon its founder sweeping powers 
as governing director. He died in 1942 and 
his shares, 32,000 in number, were registered 
in the name of four trustees ; the first to 
appear in the register was the name of his 
widow, who was not a director. Acting 
under a power in the company’s articles, 
one of the trustees, a Mr. Farquharson, was 
appointed governing director with the same 
powers as the founder, among them the 
power to require any member of the 
company to retire and to transfer his shares 
to another member at valuation. Under the 
articles, the voting power in respect of the 
trustees’ shares rested in the widow as being 
the first named in the register, although, had 
he so wished, the new governing director 
could have secured this voting power by 
having the register entry amended. The 
Special Commissioners had held that the 
company was not one wherein the directors 
held a controlling interest ; and a unani- 
mous Court upheld their decision, the 
grounds being that, while Mr. Farquharson 
had factually absolute power, so long as the 
votes of the trustees’ holding were exercis- 
able by the widow the directors had not a 
controlling interest. 


Income tax—lIndustrial building or structure— 
Company carrying on business as structural steel 
engineers—Building within general area of works 
used partly as drawing office—Whether part so 
used to be regarded as “‘ industrial building or 
structure ’’—Income Tax Act, 1945, Sections 2, 
8, 68 (2). 

C.LR. v. Lambhill Ironworks, Ltd. 
(Court of Session, May 25, 1950, T.R. 145), 
involved a very small point. Under Section 2 
of the Income Tax Act, 1945, an annual 
allowance is to be given of one-fiftieth of the 
capital expenditure on the construction of an 
** industrial building or structure” as defined 
in Section 8 of the Act. By sub-Section (3) 
of the latter Section, the term “ industrial 
building or structure” is not to include, 
amongst other things, “any building or 


structure in use as, or as part of, a dwelling- 
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house, retail shop, showroom, hotel or 
office ’”’ or for any purposes ancillary to these 
categories. The question was whether the 
drawing-office of such a concern fell within 
this definition as being on the industrial side 
or, as the Revenue contended, was part of 
the managerial side of the undertaking. The 
General Commissioners had found in favour 
of the company: and a unanimous Court 
of Session endorsed their decision. The Lord 
President, referring to one of the Crown 
arguments, said that a drawing-office of the 
type under consideration was no more of an 
** office ” within the Act than a machine- 
shop was a “shop.” Lord Carmont 
declared the question to be one of fact upon 
which the Commissioners were entitled to 
come to a view with which he agreed, 
whilst Lord Keith said that the purpose for 
which the drawing-office was uS8ed was 
directly associated with the manufacturing 
operations at the works and in no way 
ancillary to the work done in the general 
office. 


Settlement—Income accumulated during minority 
—Claim to repayment of tax— Whether income 
accumulated for benefit contingently on attaining 
specified age or marrying—Income Tax Act, 1918, 
Section 25. 


C.IL.R. v. Maude-Roxby (Court of 


Session, May 30, 1950, T.R. 149), afforded 
another illustration of what in Dain v. 
Miller (1934, 18 T.C. 478), Finlay, J., as he 


then was, called “ a rather restricted area of 
contingency.” By Section 25 of the Income 
Tax Act, 1918, where a person under any 
will or settlement has the income from any 
fund accumulated for his benefit “ con- 
tingently on his attaining some specified age 
or marrying,” then, on the attaining of the 
specified age or marriage the beneficiary 
can within six years, in the words of the 
Lord President in the present case, “go 
back over the years of accumulation and 
treat the income so accumulated for his 
benefit, as if it had been all along his 
personal income.” The Section, however, 
has been considered in a series of cases with 
the result that, again quoting the Lord 
President, the income has to be accumu- 
lated : 

for the exclusive benefit of any person, con- 

tingently only on his attaining some specified 

age or marrying. 

In the case under review there was 
another contingency, the trustees of a 
settlement having absolute discretion to 
restrict at any time and from time to time 
the respondent’s income and divert it and 
any accumulations elsewhere. The General 
Commissioners had allowed the respondent’s 
claim to relief under Section 25, but a 
unanimous Court reversed their decision. 

The wording of Section 25, as was pointed 
out by Rowlatt, J., in White v. Whitcher 
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(1927, 13 T.C. 202), might be held to 
justify an even stricter interpretation than 
that given to it; whilst in C.I.R. v. Bone 
(1927, 13 T.C. 20), the Court of Session 
considered the case where the accumula- 
tions were to continue until the youngest 
member of a class had reached a specified 
age. 

For the Revenue it was there contended, 
inter alia, that only the youngest could, in 
any event, claim under Section 25 because 
the contingency was his attaining the 
specified age, the fact of others benefiting 
at the same time conferring no rights upon 
them under the Section. The case was 
decided on other grounds; but, whilst 
Lord Sands seems to have thought that, but 
for these, the whole class could claim under 
the Section, Lord Blackburn said : 

The case ofaccumulations becoming payable 
contingently on the survivance of someone 
else is not referred to in the Section at all, and 
I see no reason for assuming that it was 
intended to apply on such a contingency or 
on any other contingency than the two 
expressly mentioned. 

The question whether when the youngest 
of a class attained the age of 21, elder 
brothers and sisters at the same time could 
be legitimately described as reaching 
** specified ages,” he did not find it, in the 
circumstances, necessary to decide. Con- 
sequently all the observations in the Bone 
case upon the point must be regarded as 
obiter. 


Income tax—Drifters requisitioned for naval 
service during war—Charterers to pay monthly 
hire and to redeliver ships in same good order 
subject to fair wear and tear and depreciation— 
Charterers also to meet cost of making good 
injuries to ships and pay salvage charges— Money 
payments made in lieu of reconditioning—Only 
part of said moneys expended on reconditioning— 
Whether such moneys trade receipts—Balancing 
charges—Ships owned in 64 shares—Sale of 
some shares— Whether sale of part of machinery or 
plant—Sale of all shares—Whether sale before 
permanent discontinuance of business—Income 
Tax Act, 1945, Sections 17 (1), 68 (2). 

C.I.R. v. West and Others (The 
“*Guelder Rose”), Francis West and 
Others (The “ Laurel”), Robert Forman 
and Others (The “ Mistress Isa’), 
William Reid and Others (The “ Girl 
Eileen”) (Court of Session, June 9, 1950, 
T.R. 165) was a series of cases, taken 
together, arising out of the requisitioning of 
herring drifters for naval service during the 
late war. Under the contracts with the 
Ministry of War Transport the latter had 
to recondition the vessels after service but 
in lieu had paid large sums which were 
claimed by the Revenue to be trading 
receipts. The Special Commissioners had 
decided otherwise; and a unanimous 
Court upheld them. The Lord President 


said that no competent auditor would have 
approved the distribution of the amoung 
in question as dividends, and it would be 
astounding if the Government could pay 
the owners the estimated cost of recon: 
tioning upon the one hand and take bag 
as much as gs. in the £ upon the othe 
Lord Keith, giving the other judgment 
said he could not agree that a sum paid fy 
damage caused by abuse, or a non-stipulate 
use, of the thing hired was a tradi 
receipt. He considered the case to 
governed by C.I.R. v. Granite Steamship Cy, 
Ltd. (1927, 13 T.C. 1). 


Other questions, however, arose jy 
connection with balancing charges unde 
the Income Tax Act, 1945. The drifter 
were owned in 64th shares, the old system 
before ownership by limited companig 
became usual. Each owner, as the Lor 
President said, had a right in indivisibk 
property which was transmissible, assign. 
able and attachable. The bare fact of 
ownership of the ship in shares did not o 
itself create partnership ; but an agreement 
to employ a ship in trading superimposed a 
partnership on the common property 
relationship. It had been conceded that the 
drifters were plant employed in the fishing 
industry, and the Revenue had claimed 
that the sale by a part-owner of his shares or 
any part of them was “a sale of machinery 
or plant by the person carrying on the 
trade ”’—a contention displaying a certain 
degree of what judges call “ courage.” 
Neither the Special Commissioners nor the 
Courts would swallow this argument. Lord 
Keith, in his judgment, said that the sak 
was not one of part of a ship but of part 
interest in a ship. 


In the case of one ship the whole of the 
64 shares had been sold to third parties; 
and the transaction had been regarded as 
a sale of plant within the 1945 Act. The 
Special Commissioners had held that there 
was on the sale a simultaneous permanent 
discontinuance of the business, and 4, 
under Section 17 (1) of Income Tax Act, 
1945, balancing allowances and charge 
only arise where the sale of plant is befor 
such discontinuance, there was no liability ; 
and, again, the Court was unanimous it 
approval. Lord Keith said that Section 
17 (1) was looking not to the continuance 
of the plant, etc., in trade but to the con 
tinuance of the owner of the plant in trade 
and he had no doubt that by trade wa 
meant that of those who had received the 
earlier allowances. He reserved his opinion 
upon the case where there was a fleet of 
ships, one of which was sold but with 3 
continuance of trading with the rest. 

The case discloses defects from th 
Revenue point of view in the Income Ta 
Act, 1945, and, no doubt, more will & 
revealed in due course. 
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EP.T.—Standard profit— Minimum standard— 
Business of baker and confectioner—Business 
inder will to be carried on by widow and two sons 
4s trustees—Formation of company and issue to 
mstees of whole of share capital—Each trustee 
gllotted five shares to qualify as director—Remain- 
ing shares registered in names of trustees, widows 
same appearing first— Whether directors “* work- 
ing proprietors ”’—Finance (No. 2) Act, 1939, 
Scion 13 (2) —Finance Act, 1940, Section 31 (1). 


trad; 
z In C.ILR. v. T. W. Law, Ltd. (Ch., 
ship Co, May 26, 1950, T.R. 137), the business of 


baker and confectioner had been carried 
on for many years by a Mr. T. W. 
law. He had died on May 5, 1930, 
and by his will his widow and 
two sons were appointed executors and 
trustees and were empowered to carry on 
the business upon trust for his widow for 
life and thereafter for his children in equal 
shares. Upon October 26, 1936, a company 
was formed, with a capital of £1,500 in £1 
shares, to acquire and carry on the business. 
The sole consideration was the issue of the 
whole of the share capital to the trustees. 
The widow and two sons were each allotted 
five shares to qualify as directors and the 
balance 1,485 shares were registered in the 
names of the trustees. The widow’s name 
appeared first in the register, and Article 55 
of Table A in the Companies Act, 1929, 
applying to the company, the widow was 


— entitled to vote to the exclusion of the other 
» joint holders. At all material times the 
~~ three trustees worked full time in the 
Lord business and, the minimum standard set out 
oa in Section 13 of the Finance (No. 2) Act, 
1939, being chosen, it was claimed that each 
Pa ofthe directors was a “ working proprietor ” 
within Section 31 (1) of the Finance Act, 
f the HF ig40, that is, was “ owning more than 
ies; I one-twentieth of the share capital of the 
d as company.” The Inland Revenue, by way 
The & of concession, had agreed to regard the 
here HP widow as a “ working proprietor” but 
hent FH refused so to regard the sons. 
e It was contended before the Special 
Commissioners that all three, although 
jet trustees, were “‘ owners ” and that each of 
ty; them owned all the shares in respect of 
| in which his name appeared in the company’s 
a register of members. The Commissioners 
va had rejected the contention, and Romer, J., 
~ affirmed their decision. He said, after a 
de M P*SSing reference to the Bibby case (1945, 
as #29 1-C. 167), that he approached the 
he matter on the assumption that a person may 
os own” capital for the purposes of Section 
of & 3! M @ representative, as distinct from a 
,  Peneficial, capacity. Replying to the 
argument that the three trustees were joint 
. tenants of the trust holding and that in law 


each owned the entirety of the trust 
holding, he said the legal interest of a joint 
tenant was far removed from “ ownership ” : 


It is difficult to think of any act of owner- 


ship in relation to the shares that either of the 

sons can perform on his own. He cannot sell 

them, transfer them, mortgage them, or give 

a discharge to the company for dividends 

‘declared on them ; nor can he exercise any 

control in respect of them, for the voting 
rights attached to the shares are exercisable 
primarily by the mother (a fact which may 
justify logically the discriminatory concession 
in her favour to which I have referred). 

He held that what the sons owned was 
neither the trust holding nor any ascertain- 
able portion of it but an interest in it. He 
pointed out that if the claim was accepted, 
then if the trust holding only just exceeded 
the one-twentieth, each of the three trustees 
would be able to qualify as “ working 
proprietor ” by reference to it. 


Schedule D, Case V—Remittance of income 
Srom foreign possession—Bank accounts in 
London and at branch abroad of same bank— 
Overdraft on London account—Transfers to debit 
of account at branch abroad—Overdraft on latter 
account cleared by credits of income from foreign 
possession— Whether remittance of income to 
United Kingdom—Income Tax Act, 1918, 
Schedule D, Case V, Rules 1 and 2. 


C.1.R. v. Gordon (Court of Session, June 
1, 1950, T.R. 157) raised a very interesting 
question. Respondent was senior partner 
of a firm in Ceylon. Owing to the late war, 
he was in the United Kingdom during the 
years 1940 to 1945. He banked with the 
Colombo branch of the National Bank of 
India, which has its head office in London. 
To his Colombo account were transferred, 
inter alia, profits arising from his firm. By 
arrangement, respondent, without giving 
security, was allowed to overdraw an 
account which he had opened with the 
bank’s London office, and from time to time 
debits in London were transferred to the 
account in Colombo, whilst, latterly, the 
arrangement was that as soon as the Londort 
debit balance amounted to £500 it was 
transferred to the debit of the Colombo 
account. Transfers so made created over- 
drafts in Colombo, which were then 
extinguished by rupee payments from 
respondent’s firm. For the Revenue it was 
contended that the method adopted resulted 
in remittances caught by Rule 2 of Case V 
of Schedule D and that Hall v. Marians 
(1935, 19 T.C. 582) and Wild v. King 
Smith (1941, 24 T.C. 86) were distinguish- 
able. The Special Commissioners had held 
that the former case was indistinguishable, 
and a unanimous Court upheld their 
decision. 

In Gresham Life Assurance Society v. Bishop 
(1902, 4. ‘T.C. 464) the House of Lords had 
held that where the Society received interest 
abroad and reinvested it, then, although 
such interest was included in its yearly 
accounts, it was not remitted to the United 


Kingdom. This decision, whilst it 
“* scotched ” the doctrine of “‘ constructive ” 
or “notional” remittance founded on 
Scottish Mortgage Co. of New Mexico v. 
McKelvie (1886, 2 T.C. 165), did not kill it 
altogether. Lord Lindley, who agreed with 
the other members of the House that the 
Gresham company was entitled to succeed 
and condemned the expression “‘ construc- 
tive remittance,” saying it “may mean 
anything,” had, in the early part of his 
judgment, declared : 

Even a settlement in account may be 
equivalent to a receipt of a sum of money, 
although no money may pass ; and I am not 
myself prepared to say that what amongst 
business men is equivalent to a receipt of a 
sum of money is not a receipt within the 
Statute. 

This isolated opinion of Lord Lindley in 
the Gresham case was singled out in Trinidad 
Lake Asphalt Operating Co., Ltd. v. Trinidad 
and Tobago Income Tax Commissioners (1945, 
A.C. 1), where the Privy Council held that 
mere book entries made by a company and 
a non-resident shareholder constituted an 
actual payment and receipt and a “ trans- 
mission ” to the shareholder. Lord Wright, 
giving the decision of the Council, had, as 
the Lord President said in the present case, 
appeared to suggest that the Gresham 
decision had been rendered obsolete by the 
improvements since effected in long- 
distance communication, with the result 
that : 

Two companies separated by the ocean may 
orally agree over the wireless telephone that 
the debt of one may be set against a debt 
of the other and both cancelled. . . . What 
has happened is, if so intended, equivalent to 
a receipt of money. 

The Lord President refused to accept 
“equivalence” as satisfying the actual 
wording of Rule 2 of Case V and Lord 
Carmont concurred. Lord Keith, in the 
course of his judgment, said that the debt in 
London was discharged because payment 
had been received in Ceylon and the effect 
was that there was no more liability to tax 
than there would have been had he gone 
back to Ceylon and paid his debt there. 

The Revenue may, of course, take the 
case to the Lords, and, if so, it will be 
interesting to see how the Privy Council 
decision above mentioned is regarded there. 
There is, normally, a considerable common 
element in the two Courts, but neither is 
bound by the judgment of the other. 


Share and Commodity Indices 

We have received from the British Shareholders 
Trust a chart giving indices of wholesale 
commodity prices from 1866 to 1949, of British 
ordinary shares from 1867 to 1949, of American 
common stocks from 1890 to 1949 and of the 
Bank Rate of the Bank of England from 1872 
to 1949. 


329 


buld have ; 
amoung 
Ould by ‘ 
Duld Pay | 
recondj. 
ake bac 
1€ Other, : 
dgment 
Paid for | | 
1pulated ‘ 
: : 
rose In 
3 under 
Crifters : 
System | | 
npanig | 
€ Lord : 
ivisible 4 
. “J is 
fact of . 
not of Fr 
-ement 7 
sed 2 
operty 2 
lat the ig 
aimed ‘ 
Ares Or 3 
Linery : 
aS 
4a 
are 
a 
ty 
aed 
r 
F 
say 
a. 
ign, 
a 
ph 
nee) 
oe 
“s 
ea 
a. 
we 
pe it 
4 
ba Fs . 
hag 
oe 
Bir, 
mea 
ae 
ee 
Rah Ne 
ey 
: Em 
, ih 
ee ome 
2 eth 
= oe 
' r, 
: x BU, 
ta 
ee 
eG 
in ™ 
E ros i ‘& = we as Pee = z . 4 i ae ‘a = oie : aie ate 
i? ae on: ee ae ee - % a ; eS >. ooo es toteea 
ee , R et a. 7 _*% a m 


The Student’s Tax Columns 


SCHEDULE E 


HERE WE TOUCH THE POCKETS OF THE MAJORITY OF TAX 
payers. Under Schedule E is assessed the remuneration (and 
pensions) of all officials, directors and other employed 
persons. The basis of assessment is the income of the year 
of assessment, that is, the income arising from the employ- 
ment for that year, irrespective of the date of payment. Any 
expenses paid or benefits provided by a company to a 
director are regarded as emoluments assessable under 
Schedule E, except so far as they can be passed as neces- 
sarily expended in the earning of the emoluments of the 
office. The same thing applies to any employee of any 
business whose emoluments including expense allowances 
amount to £2,000 a year or more. The details are too 
complicated for the present article but the provisions must 
be borne in mind. 


DEDUCTIONS 


Deductions from emoluments assessable under Schedule E 
are allowed for expenses wholly, exclusively and necessarily 
disbursed in the performance of the duties of the office or 
employment. This includes capital allowances (for wear 
and tear, etc.) of a motor-car or other machinery necessarily 
used. Expenses of travelling from home to office, etc., are 
not allowable (except up to a maximum of £10 a year 
where place of work or residence was changed owing to war 
conditions), but expenses of travelling in the execution of 
duties of the occupation, so far as not reimbursed, are 
allowable. Manual workers in certain trades are allowed 
deductions for special clothing, tools, etc., at rates normally 
agreed by the appropriate trade union. 


P.A.Y.E. 


The term “ Pay As You Earn” has been applied, and 
abbreviated to P.A.Y.E., to describe the method of collec- 
tion of the tax under Schedule E. It would be better called 
** Pay As You Are Paid,” for that is the effect of it. 

Obviously, the exact pay is not known in advance. But 
the allowances applicable to the individual are known in 
advance, and changes in the year can be taken into account 
quickly. 

The system therefore divides the allowances of the year 
(other than earned income and reduced rates) by the 
number of pay days, and adds earned income allowance 
appropriate to the result to give a tax-free amount of pay. 
Any excess over the tax-free amount is taxable, and tax 
tables are provided to show in Table A the tax-free amount 
and in Table B tax appropriate to the balance of pay. 

The employer has to notify the tax office of all persons 
to whom he pays £3 a week or more (£12 a month if paid 
monthly). 

The individual’s Return of Income and Claim for 
Allowances tells the tax office what allowances are due to 
the individual, to whom the tax office issues a coding notice 
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setting out the allowances granted (excluding earn) 
income and reduced rate allowances), and stating the cos 
‘number appropriate to the total. The code numbers rang 
from No. 1, where there are no allowances, to No. 17 
where allowances are between £664 and £669. 

If the allowances exceed £669 special instructions are 
issued. 

Where the recipient of the pay is taxable on it as part ¢ 
his Schedule D profits, e.g. an auditor, a “ N.T.” (ie, m 
tax to be deducted) code is issued. And if all allowances ay 
used elsewhere, a “S.R.” (i.e. deduct tax at the standan 
rate) code will apply. 

If the taxpayer satisfies the inspector of taxes that hi 
allowances have changed, a new code number will be issued, 

The tax office issues a tax deduction card to the employer, 
with tax tables. Any change in the employee’s code 
number is notified to the employer, who must apply it to 
the next and following amounts of pay. An increase in the 
code number may mean a refund of tax to the employee far 
a week or two. Fluctuations in pay may also result in 
refunds. 


As an example, let us take a traveller paid monthly, with ® 


fluctuating commission, married, two children eligible fo 
child allowance, and paying £35 in life assurance premium. 
He has agreed for 1950-5, an expense allowance of £104 
He owns his house assessed at £30, but has no other 
income. 


His code number would be arrived at as follows : 


Expense allowance, 4/ 5ths of £104 
(As the tax tables take into account the earned 
income allowance, } must be deducted from the 
expense allowance.) 

Personal allowance 

Children 

Life assurance (40 per cent. ‘of £35) 

National Insurance Contribution 


Deduct Net Annual Value of house 
Family allowance, 4/5ths x £13 


£30 
£10 


Table A (See next page) Free Pay 


(see next page) 


For Code 120 Month 4 


153 16 0 
192 5 ° 
230 14 ° 
269 3 ° 
422 19 9 
461 8 ° 


£365 
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Total less The tax thereon And there would be deductible 


Table B 


If the traveller’s pay has totalled Free Pay would total in the month 
ca."S Oe £ s. d. 
aa ymonths to Aug. 5... £420 266 4 0 770 O Excess over that previously 
deducted 


(£115 10 o— £77) = 
Refund 


Carne] 
he cod, 
sho. 
0. 17 
a Where there is no other income, in a case such as this, it iz X £50 £29, at 2/6 = 
ons ar: is usual to deduct the net annual value and other small items iz X £200 = £117, at 5/- = 29 5 0 
of untaxed income. The family allowance for one child Balance £198, at g/- = 89 2 0 - 
part qm would be taken into the wife’s coding were she employed. £344 121 19 6 - 
Le, mie As she has no income, however, it would be deducted as 5 
ces ane above. The code number appropriate to £365 is No. 120 Tax per Table B £121 19 0 rr 
andanjf (which covers the range of allowances £364—{3609). ——— a 
The tax tables then give us (as a sample) the information If in the above case, a child was born in March, 1951, the ry 
rat his shown in Table A (on previous page) and Table B (above). code number would go up to 130, and the tax for Month 12 ee 
issuel | While it is not essential to know it, the method of would be as follows: _ 8 
sloyer, J construction of the tax tables is interesting and helps £sd4. 
- code understanding. Total pay .. oc .. 1,400 0 0 
y it yj It will be seen that at each stage, the “ free pay ” is the Free pay, Code 1 30, "Table A S .. 536 8 0 
in thee proportion of the year’s allowances plus an addition of Paces hn 
yee fore one-fourth, so that the “free pay” less earned income £863 12 0 
ult inf allowance of one-fifth equals the proportion of the year’s nniateadiile 
allowances to date. Tax per TableB .. Wa HK i. gage 8 @ 
, With £ s. d. Tax already deducted ... Pie 0 7A 
le for Thus : 4 months’ allowances (on the basis of poe ds 
ums. yearly allowance of £399, the ae of Refund ~ = oo» 160-2 
£104 the range) -. 123 0 0 
othe Add one-fourth. he a) Pe eile. Instead of paying £17 138., he gets a refund of £9 14s., 
Free pay .. £153 16 0 £153 15 0 a “ saving ” of £27 10s. Tax on the child allowance is £60 
: at gs. = £27. 
: 7 months’ allowances ‘te oid -. ‘Scene Proof : 
Add one-fourth .. dé --& 53 16 © Pay .. ¥ o* £1,400 Sch. A £30 
—_—__——. Expenses... . £104 Family 
Free pay .. £269 3 0 £269 I Oo National Insurance. . 8 Allce. 13 


2s 12 months’ allowances... “p -- 369 00 
; Add one-fourth .. .. .. 92 5 0 £1,288 £43 
r pl: Ole E.LA. = “aoe £3 
Free pay .. £461 8 o £461 5 Oo > ae 7 ‘ge 180 
ys 3 children .. “2 180 
49) So far only the earned income allowance on “ free pay ” Life Assurance ine 14 
has been taken into account. Table B allows for it on the 
, | balance, also for the proportionate part of the reduced rate £632 592 40 £43 
# & allowances. ‘mene aden, 
fs The following gives the idea (ignoring fractions of £ in £696 
” allowances ) : wun 
™ £L £50 at 2/6 a £6 5 0 
Total pay at Month 7... on on — £200 at 5/- - 50 0 Oo 
Free pay... as ea = “ -» 269 £446 at 9/- ‘a 200 14 0 


Tax deducted 


Deduct Earned Income Allowance 


Under-deduction 
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This £2 18s. arises through there being a range of £5 of 
allowances, and through approximations, and will be 
carried forward and adjusted in a future year’s code No. 

When there is a change of employer, the old employer 
has to give the employee, on an official form, a certificate of 
code No., pay to date and tax deducted to date. A copy 
has to be sent to the Inspector of Taxes. The employee 
hands his certificate to the new employer, who can carry on 
deducting tax, but must complete and send to the Inspector 


the second part of the certificate. 


being. 


Letters to the Editor 


Cost Accountants’ Summer School 


Sm,—In your excellent report on the 
Cost Accountants’ Summer School there is 
one comment on my paper which I feel 
requires a little amplification. You say : 

Mr. Sutton was of the opinion that the present 

economic situation could be ignored for the 

purpose of his paper. 
What I actually said was : 
the real point is not the present economic 
situation, whatever it may be, but a changing 
economic position, 
and I dealt with what to me are the special 
problems of overheads, bearing in mind all 
the time that economic conditions are 
constantly changing. 
Yours faithfully, 
C. E. SuTTon, A.S.A.A., A.C.W.A. 
London, W.1, 
August 9, 1950. 


Maintenance of Catering Establish- 
ment Proprietors 


Sm,—The practice of the Island Inspec- 
tor is to take £65 per annum for each adult, 
as the adjustment under Rule (3) (5) Cases 
I and II, Schedule D, Income Tax Act, 
1918, and Section 39, Finance Act, 1948. 

It is now proposed by him to increase this 
figure to £90, that is, by 38°46 per cent. 

My contention is that this is far too much. 
The official cost of living indices depict a 
rise of almost exactly 20 per cent. from the 
tax year 1945-46, when the amount of £65 
was fixed. 

I should be glad to know the experience 
of readers in other coastal districts, and to 
know their present and projected adjust- 
ments, if any. 

I would point out that the suggested 
adjustment for two spouses at £90 each 
would eliminate their personal allowance 
of £180, and yet leave them to bear the cost 
of essential items, for example, clothing, 
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which cannot be charged originally in the 
revenue account of their business. 

I should, also, be grateful for your 
observations, to assist the Island Society of 
Practising Accountants to resist this en- 
deavour on the part of the local inspector. 

Yours faithfully, 
James N. WHITMILL, A.S.A.A. 

Ventnor, I.o.W. 

July 26, 1950. 


Voluntary Liquidation—Declaration 
of Solvency 


Smr,— Under Section 283 (1) of the Com- 
panies Act, 1948, a declaration of solvency 
must be filed by the directors of the com- 
pany before the commencement of the 
liquidation, in order to make the liquidation 
a members’ voluntary liquidation. 

This declaration must be sworn before a 
solicitor. 

In a recent case in practice concerning a 
small exempt private company, one director 
took no active part in the company’s affairs 
and lived in the country. 

The articles contained a _ provision 
corresponding with Article 106 of Table A, 
and it was the practice of the company to 
have resolutions of the board signed by the 
two directors individually, instead of calling 
board meetings. 

The declaration of solvency was accord- 
ingly sworn by each director separately, but 
was rejected by the registrar of companies 
on being filed on the grounds that Section 


283 states that the declaration must be made © 


at a meeting of directors. 

We understand from the registrar that 
a considerable number of declarations of 
solvency are rejected on these grounds, but 
that the Legal Department of the Board of 
Trade have ruled that Section 283 must be 
strictly complied with. 

We bring this to your notice so that other 
members in practice may be forewarned of 


There are many details in P.A.Y.E. to meet van; 
circumstances, which must be gathered in practice ayj 
from the official “‘ Employers’ Guide.” 

Except where the under- or over-payment (if any) j 
small, an assessment notice is sent to the taxpayer som 
time after the end of the year of assessment, He can reclain 
an over-payment, though this, like an under-payment, 
usually carried forward. 

With that we had better leave Schedule E for the tin 


this somewhat pedantic interpretation of 
the Act. 
Yours faithfully, 
Crarkson & RuMBLE, 
Incorporated Accountants, 
London, E.C.2, 


August 9, 1950. 


Furnished Lettings 


Smr,—We have read with interest your 
remarks under the above heading in the 
Taxation Notes at page 284 of this month's 
issue of ACCOUNTANCY. 

We are at present engaged in such a cas 
where the repairs and maintenance to the 
property are exceptionally heavy, as it isa 
wooden-built, river-side structure. The 
Inspector refuses to allow as a deduction 
under Case VI any expenditure on repain 
and maintenance to the property, on the 
grounds that this is a matter to be dealt 
with under Schedule A, and these expenses 
would be incurred whether the property 
was let or not. The result is that our client 
makes a loss on this property as a busines 
proposition, but has to pay on an income 
tax “‘ profit ” of about £150. The Schedule 
A net annual value, being only £44, is not 
adequate enough to relieve the maintenance 
expenditure. 

The case is likely to go to appeal, and we 
should be very interested to know if there is 
any authority for the deduction of repair 
and maintenance items similar to thos 
shown in your example computation. 

Yours faithfully, 
Morean, Back & Co., 
Incorporated Accountants. 
London, E.C.2, 
August 9, 1950. 

Our Taxation Correspondent writes: % 
long as a claim for maintenance, etc., is m0 
made under Rule 8 of No. V, Schedule 4, 
repairs are a proper deduction in computing 
the furnished letting profits, along with the nt! 


annual value. If a maintenance claim is mad, § 


then the gross annual value is deductible ; that 
is accepted by the Revenue. 

In a long experience I have never had th 
deduction of repairs queried. While there at 
no rules of computation under Case VI, it # 
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gecepted in practice that the same principles 
apply as in Case I. vp 

It isa matter for the Commissioners to decide, 
but my advice is to ask the Inspector to submit 
the point to his head office ; if he refuses, the 
reader should submit it there himself. 

In giving the above advice I am assuming 
that the property is not a recent acquisition and 
is kept for letting. Details of the repairs may 
affect the case, too, but the principle is clear.— 
Editor, ACCOUNTANCY. 


Sir,—Referring to “‘ Taxation Notes ”’ in 
the August issue our experience is of various 
methods by different districts for furnished 
lettings assessments. In one area wear and 


tear is based on 10 per cent. of the gross 
rental, whereas another district deals with 
the allowance on the usual business basis of 
5 per cent. on the capital outlay. The first 
method is preferable, for it avoids any 
capital allowances or charges that might 
arise. 

Again, one district allows the gross value 
and presumably a maintenance claim, 
whereas others offset the net annual value, 
cost of building insurance and actual 
repairs. The second method is considered 
more satisfactory and equitable as the 
assessment is based on the amount of the 
actual annual income. 

We found your notes on assessments of 


FINANCE 


The Month 


Re-armament and the Market 


THE STOCK AND COMMODITY MARKETS HAVE 
again been largely under the influence of 
events arising out of the Korean war but, 
in relation to the nature of these reper- 
cussions, the reaction on share prices has 
been slight. Re-armament is on a large scale 
in the U.S.A. and on a rather smaller scale 
in this country : the effect upon industry 
here is likely to be gradual, not because 
conditions are favourable to the change 
—they are less so than in the U.S.A.—but 
because it is expected that much of the 
outlay in the next year or so will be on 
armaments, and of materials for making up 
here, provided by America. It is assumed 
here that additional assistance from the 
U.S.A. will cover at least the dollar cost of 
this increase in imports, while Congress 
assumes that a larger part of the normal 
Marshall Aid will be used for rearmament 
and a smaller part for reconstruction. There 
appears to be some conflict of ideas here. 
In general it seems not improbable that 
our own effort will be even more disturbing 
to the economy than the Government seems 
to suppose. 

Investors regard these developments as 
more likely to encourage than to discourage 


| inflation. Industrial ordinary shares have 


risen. Not much attention has been paid to 


» 2 number of calculations suggesting that 
) Production may be such as to permit the 
) scale of re-armament envisaged and some 
| ‘se in the standard of living. But investors 


are not confident that they will be permitted 


5 to reap any very material benefit from a 
| Possible further rise in industrial profits. 


The plai-: truth is that any objective survey 


in the City 


of the burden of re-arming must be subject 
to so many qualifications that it would be 
little use as a practical guide to investment. 
As to sentiment, it seems that the prospect 
of inflationary pressure gains in influence as 
the prospects of a relatively early success in 
Korea improve. 


Commodities Still Dearer 


In these circumstances it is interesting to 
note that while industrial Ordinary shares 
have at the time of writing recovered almost 
all their July decline, there has been only a 
scarcely perceptible fall in  gilt-edged 
stocks, while the flow of new fixed interest 
issues has had scarcely any effect on the 
general standing of securities of that class. 
As against July 24, the indices of the 
Financial Times show the following changes 
in these sections : gilt-edged from 105.90 to 
107.20 on August 24, fixed interest from 
122.10 to 127.76 and equities from 111.5 
to 113.9. These figures fail to reveal the 
whole improvement in values, for commodi- 
ties, in the absence of special arrangements 
for pre-emption, continued to soar in 
expectation of exceptional demands. The 
possibility that the conflict may spread to 
the supply areas naturally led to speculative 
buying of rubber and tin in particular ; in 
the rubber market, at least, acute weakness 
has developed, but prices were merely 
reduced to a level which quite recently 
would have been considered fantastically 
high. Gold mine shares have also improved 
—from 107.43 on July 24 to 111.77 on 
August 24. This modest recovery seems to 
be based on a reasonable assessment of profits 


flats, etc., and furnished lettings computa- 
tions very interesting and trust this reply 
will be of interest to others. 

Yours faithfully, 


L. R. Witus & Co. 
Surbiton, Certified Accountants. 


August 17, 1950. 


[It is difficult to see any logic in an allowance 
for wear and tear based on rental. The varia- 
tions in treatment are most unsatisfactory. Has 
our correspondent tried to obtain uniformity in 
the districts concerned? There can not be. 
several correct methods.—Editor.] 


at current selling prices for gold and not ona 
further bonus from a further hypothetical 
rise in its price. 


** Tanks ’’ Emigrate 


As was anticipated at the time of the recent 
purchase of a block of Tanganyika Con- 
cessions shares, the company has recently 
put forward a plan for the transfer of 
domicile and control to Rhodesia and for a 
capital reorganisation. Perhaps the most 
interesting point is that the British Govern- 
ment does not see its way—as it did in the 
case of certain Australian companies before 
1939—to block a transfer which means a 
considerable loss of tax to the British 
Exchequer. From the standpoint of in- 
vestors, there is little doubt that the 
ordinary shareholders should benefit, while 
the terms offered to holders of the existing 
Preference stock are reasonable when one 
considers the equity participations, the 
large premium offered on redemption of 
the new Preference capital and the prospect 
th.:* the right of repayment may be exercised 
in the not distant future. The objects of the 
scheme seem, however, to be to secure 
voting control for the new interests and to 
clear the way for the raising of additional 
capital to help finance the Benguela 
Railway. The terms offered to the Prefer- 
ence stockholders justify their protests 
against the less favourable, but abortive, 
scheme launched some four years ago. 


Department of Italian Book- keeping 
There is a general belief that many, perhaps 
most, firms keep double or even treble sets of 
books and that the secrets of the true one are 
never revealed. Tax evasion is a well-estab- 
lished Italian custom, and with a fiscal system in 
which it is obvious that honesty is not the best 
policy, there may even be some justification for 
it—From an article, “ Stresses in Northern 
Italy,” in The Times. 
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Points from Published Accounts 


Undivided Profits 


The annual report and accounts of 
Renold and Coventry Chain deserve the 
adjective “‘ businesslike.” There are three 
parts, the first showing the results of the 
parent, the second a consolidation with the 
British subsidiary, and the third the results 
of the French subsidiary. In each section 
there is a balance sheet, with schedules of 
properties and equipment and movements 
on capital and revenue reserves. The 
company follows the practice of showing 
trading profit after deducting directors’ 
emoluments and depreciation, the amounts 
being inserted, as it were, within paren- 
theses. The tax relief arising from initial 
allowances is deducted from the tax charged 
before striking a “ net available profit for 


the year,” after which the picture is as 
follows : 
£ £ 
NET AVAILABLE PROFIT 
FOR THE YEAR 318,940 
Over provision of taxa- 
tion in previous years 19,877 
338,817 
APPROPRIATIONS : 
To reserves per hold- 
ing company’s profit 
and loss account .. 187,000 
To dividends per hold- 
ing company’s profit 
and loss account . 102,560 
289,960 
INCREASE IN THE YEAR IN 
UNAPPROPRIATED PROFITS 49,257 
Unappropriated profits 
of previous years per 
last account 107,525 
TOTAL UNAPPROPRIATED 
PROFITS, as shown on 
balance sheet, page 
16 (see also Schedule 
IV, page 18) £156,782 
Ca 


It would have been preferable not to have 
taken cognisance of the initial allowances 
relief and of the over-provision of taxation 
in previous years until after the net available 
profit of the year had beenstruck. This would 
have entailed using italicised figures as there 
would not have been an increase in up- 
appropriated profits at this juncture, but it 
would have had the virtue of enabling the 
shareholder to see clearly the relationship 
between dividends and the “ normal ” 
profit of the yenr. The amended picture 
would then have been as follows : 
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NET AVAILABLE PROFIT 
FOR THE YEAR 
APPROPRIATIONS 
To reserves per hold- 
ing company’s profit 
and loss account .. 
To dividends per hold- 
ing company’s profit 
and loss account . 


Taxation relief urising 
from initial allow- 
ances on new capital 
expenditure applied 
in reducing tax pro- 
vision above 

Over-provision of taxa- 
tion in previous years 


57,678 
19,877 


Unappropriated _ bal- 
ance 

Unappropriated profits 
of previous years per 
last account 


492257 


107,525 


TOTAL UNAPPROPRIATED 
PROFITS as shown on 
balance sheet, page 
16 (see also Schedule 


IV, page 18) 156,782 


However, the company’s attempt to set 
in perspective the size of dividends and 
retentions is highly commendable, and it 
could well be followed by many other 
concerns. 


The Case of the Missing Footnote 


The shareholder who peruses the accounts 
of Lansil, showing profits before taxation of 
£187,452, might deduce from the fact that 
income tax, at £20,000, was equal to 50 per 
cent. of the provision for profits tax, that the 
company had over-provided for income tax 
in earlier years. But if he glanced at the 
comparative figures he would see that profits 
before taxation were £153,392 and that 
profits tax took £25,750 and income tax 
£27,500. Perhaps there were losses of earlier 
years to offset the taxation liability? But 
he had received the same dividend eight 
years running ! 

The Eighth Schedule to the Companies 
Act lays down that there shall be stated by 
way of note: “ the basis on which the charge 
for United Kingdom income tax is com- 
puted.” In this instance there is no 
footnote to the profit and loss account 


regarding initial allowances, the 
of the taxation benison. If the chairmay, 
statement had not been presenied wit, 
the report, would the “ basis” on whic) 
“income tax is computed” have bem 
made known? After describing t':c © illusory 
benefit of initial allowances he state. 
- Your directors have thought j 
proper to recommend that £75,000 
transferred to general reserve and this syn 
more than covers the benefit which w 
receive from these allowances this year.” [f 
the shareholder is of an enquiring turn of 
mind, he may well ask whether the recent 
company legislation is serving the purpos 
Parliament expected of it, when the auditor 
of a company can certify that the profit and 
loss account gives a true and fair view of the 
profit for the year, although there is nm 
mention whatever in the accounts of the 
very considerable benefit of the initial 
allowances. It is possible that it would be 
contended, in reply to him, that the position 
was clarified by the chairman, but it is not 
the duty of the auditors to certify directors’ 
reports or chairmen’s speeches. And this 
is not the only company in whose published 
accounts a very pertinent and necessary 
footnote to the accounts is omitted. 


Those Initial Allowances Again 

In his speech at the annual general meeting 
the chairman of Oriental Telephone ani 
Electric recalled that the condition under 
which initial allowances were granted was 
that upon the sale or withdrawal of plant 
from service, any increase in the price 
realised for such plant over the amount of 
its written-down value in the taxation 
computations would be the subject of a 
balancing charge. He pointed out to share- 
holders that in no circumstances could a 
balancing charge be greater than the initial 
allowances made, and then described how 
the auditors’ advice on the subject had been 
implemented by the creation of a taxation 
equalisation reserve, which would be main- 
tained to meet such possible future charge. 
The tax reserve which had already been 
created has been transferred to this taxation 
equalisation reserve, and an allocation from 
the 1949 profits makes the reserve adequate 
up to the balance sheet date. In the group 
profit and loss account the taxation on the 
year’s profits is shown “ after giving effect 
to relief amounting to £32,586 in respect of 
excess of taxation allowances on fixed assets 
over depreciation provided by the company.” 
This treatment has the effect of showing the 
balance of profits at an amount which must 
be diminished by the £32,586 to give a net 
figure against which shareholders can sé 
their dividend requirements—but how many 
shareholders, unaided, would think o 
making this adjustment? Should it not, 
preferably, have been made explicitly 2 
the published accounts ? 
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An Example of Full Accounting 


Shareholders of the Land Securities Investment 
Tmst cannot complain that they are pro- 
yided with inadequate information. There 
are two principal subsidiaries; share- 
holders are supplied with a profit and loss 
account, balance sheet and chairman’s 
speech of each, the parent’s accounts and the 
ysual consolidation. This enables them to 
place the earning capacity and assets values 
of all three in perspective. This full dis- 
closure is highly commendable. From the 
investment angle the outstanding feature is 
that the issued capital of £125,000 is 
preeeded by secured mortgages of 


£3,492,264. 
Back Duty 


The latest accounts of W. Barratt and Co., the 
Northampton footwear firm, contain the 
following footnote : 

The Inland Revenue has recently con- 
ducted an extensive investigation of the 
company’s affairs since 1st July, 1925, with 
reference to its liability to tax. It is probable 
that a substantial claim will be preferred by 
the Inland Revenue against the company in 
this respect, but no such claim has yet been 
formulated. The provision for taxation 
mentioned above does not contain any pro- 
vision for such claim. 


As the adjective “‘ substantial ” has been 
used it would seem clear that the company 
has some idea of the size of the likely claim 


but the report does not discuss the matter. 
In his statement with the accounts the 
chairman did not mention the question at 
all. The auditors’ certificate contains no 
qualification. This is perhaps rather sur- 
prising, for it would appear that the net 
profits after tax of the year, and of previous 
years, may prove to be substantially 
different from those reported. 

General implications suggest themselves. 
Now that the Inland Revenue are beginning 
to spare time for investigations of back duty, 
the situation in which W. Barratt and Co. 
find themselves is likely to recur with other 
companies. What should be the attitude of 
auditors when faced with net profit figures 
which make no provision for an Inland 
Revenue claim for back duty which it is 
virtually certain will have to be met in the 
comparatively near future ? It seems to us 
that a rigorous conservative attitude is the 
best. 


A Skilful Consolidation 


Borth’s Distilleries, as botha holding and an 
operating company, produces an ingenious 
consolidated profit and loss account. This 
is conventionally divided into two parts, and 
in the second part is brought down a net 
balance of £331,465 attributable to the 
parent, from which fall to be deducted 
dividends and reserve allocations. On the 
right-hand side of the second part it is shown 
how the £331,465 is compounded, namely : 


Publications 


THE MEASUREMENT OF PROFIT. By F. Sewell 
Bray. (Oxford University Press. Price 10s. 6d. 
net.) 

In this short book the author essays into 
the border country between the realm of 
the economist and the domain of the 
accountant, a country which, if not now alto- 
gether terra incognita, still needs considerable 
exploration by those who understand the 
language and conventions of both account- 
ants and economists and are equally at 
home with either. Mr. Bray has a foot in 
each camp since he is a Chartered and an 
Incorporated Accountant and is also Senior 
Nuffield Research Fellow in the Depart- 
ment of Applied Economics at Cambridge. 

It may well be, of course, that differences 
between the outlook of accountants and 
that of economists over common territory 
are not nearly so great as is sometimes 
Supposed and are, in fact, more apparent 
than real, since both are concerned not only 
with the normative and positive aspects of 


their respective techniques but with problems 
of practical application within the limita- 
tions of those techniques. 

Much, no doubt, needs explaining by the 
accountant to the economist and vice versa. 
But the reviewer is doubtful whether they 
will be brought much closer together by 
Mr. Bray’s phraseology. Does it help, for 
example, to speak of assets as being 
** operationally employed ” (page 13) or to 
tell us : “ The accounting document which 
displays a period measure of profit is known 
in England as the profit and loss account, 
a title appropriate to the assessment of 
monetary residues resulting to proprietor- 
ship from economic activities” (page 
41) ? (In any case, surely a loss would be a 
deficit and not a residue.) On page 40 we 
read: ‘‘. . . the accounting measurement 
of the operating profit of a business enter- 
prise is definable in terms of its current 
operating incomings derived from the 
monetary claims accruing in respect of the 


& £ 


Manufacturing and 
trading profits of the 
company - ee 575,116 
Interest and dividends 
receivable and revenue 
from properties oe 127,334 
Sundry capital profits 
transferred to capital 
reserve per contra.. 210 
702,660 
Less United Kingdom 
taxation based on 
profits of the year : 
United Kingdom in- 
come tax 273,750 
United Kingdom 
profits tax 87,500 
361,258 
Less taxation over-pro- 
vided in _ previous 
years 1,260 
359,998 
Provisions 10,000 
Depreciation 1,197 


ann $7 19595 


£331,465 


goods which it has delivered and the services 
which it has rendered over a given space of 
time, less its current operating outgoings 
conceived as the monetary claims which it 
has incurred in respect of goods received by 
delivery and services rendered in furtherance 
of its purposes during the same period of 
account, together with appropriate adjust- 
ments for proportionate allocations of long- 
term outgoings, and inventories of current 
operating outgoings not immediately 
capable of association with the current 
operating incomings falling within the time 
period of profit ascertainment.” 

Of the three chapters, the first is intro- 
ductory and its substance was contained in 
a paper read by the author at Leicester in 
1947 and published in The Accountant for 
July 12 and 19 of that year. The second 
chapter, which is on the nature of income 
and capital, was first published in the 
opening number of Accounting Research ; 
and the remaining chapter, on the nature 
of profit, reviews current concepts of 
accounting technique and pleads, inter alia, 
for its extension, especially as exemplified in 
standard costing and flexible budgeting, to 
social planning and the national accounts. 
In this chapter Mr. Bray is much more 
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succinct and shows us quite plainly some- 
thing of the problems of social accounting. 
He also reviews a good many other matters 
of present-day importance to accountants 
in the fields of both financial and cost 
accounting. Cc. A. S. 


THE PRESENTATION OF INFORMATION TO 
MANAGEMENT. 
Works Accountants, London. Price 6s. net.) 

Information is the life blood of manage- 
ment.’ This publication reviews the informa- 
tion required by management to run a 
business efficiently. For this purpose 
management is defined as “all those 
responsible for the work of others.” This 
wide definition includes foremen as well 
as the board of directors, although the infor- 
mation given to the former will naturally 
differ from that presented to the latter. 

The form of presentation is considered in 
some detail and it is emphasised that the 
form in which the information is given must 
be suited to the mentality of the recipient. 
It is stated, and rightly so, that although the 
information should be accurate, this accu- 
racy should not be achieved at the expense 
of either promptitude in presentation or 
excessive cost of preparation. Speed of 
presentation is, of course, vital, as the 
absence of information may lead to wrong 
decisions being taken, and reports which 
are too late are useless. 

The main requirements of the various 
sections of management are considered, 
and the form, detail and frequency of the 
reports suggested. 

This book should bring home to all con- 
cerned the necessity of providing accurate 
and prompt information to all levels of 
management. This part of the accountant’s 
duties is often badly neglected ; manage- 
ment, in the wider sense used in this publica- 
tion, often receiving a bare minimum of 
control information. 

This is a publication which, it is to be 
hoped, will do much to improve the 
standard of reports and so help manage- 
ment in its drive for greater efficiency. 

H. K. 


AN INTRODUCTION TO BUDGETARY CONTROL, 
STANDARD COSTING, MATERIAL CONTROL AND 
PRODUCTION CONTROL. (The Institute of 
Cost and Works Accountants, London. Price 18s. 
net.) 

This book is an official publication of the 
Institute of Cost and Works Accountants. 
In a foreword Mr. W. H. Boddington, 
the immediate past-president of the Insti- 
tute, states that the book is an introduction 
to the subject and is not intended to be an 
exhaustive treatise. Many accountants will 
question this statement, as the subject is 
covered in some detail. In fact, it contains 
more information than other books which 
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(The Institute of Cost and 


run to several times its volume. It is divided 
into three sections and each subject is dealt 
with in summary form. 

The first section deals with budgetary 
control. The relationship between budget- 
ary control and standard costing is con- 
sidered and basic principles common to 
both are enunciated. It is emphasised that 
while the two subjects are interrelated 
they are not interdependent. The defini- 
tion of budgetary control is worthy of 
restatement. 

The establishment of departmental budgets 
relating the responsibilities of executives to 
the requirements of a policy, and the continu- 
ous comparison of actual with budgeted 
results, either to secure by individual action 
the objective of that policy or to provide a 
basis for its revision. 

A master budget is broken down into 
subsidiary budgets, and matters concerning 
their preparation are discussed in some 
detail. In each case the main purposes of 
the budget are well brought out. 

The preparation and operation of flexible 
budgets are then dealt with, and the 
advantages of this type of budget are tabu- 
lated. Deviations from the plan, or 
“* variances,”’ are considered in detail, and 
the section closes with a summary of the 
main purposes of budgetary control. 


The second section deals with standard 


costing, which is defined as : 

The preparation of standard costs and 
their use to clarify the financial results of a 
business, particularly by the measurement of 
variations of actual costs from standard costs 
and the-analysis of the causes of the variations 
for the purpose of maintaining maximum 
efficiency by executive action. 

It is emphasised that standard costing can 
be applied to a business of almost any 
shape or size, to mass production or jobbing 
factories. It is a common misapprehension 
that standard costing cannot be applied to 
jobbing work, and this fallacious thinking 
is exposed. The preparation of standard 
costs is considered in great detail and the 
necessary accounting procedure is suggested, 
as an appropriately devised accounting 
system will greatly enhance the effectiveness 
of standard costing. A detailed study of 
flexible budgets and the uses of standard 
costing follows, emphasis being placed on 
the control of costs. This conception of cost 
accounting is recommended as being the 
most effective form of cost control in current 
practice. 

The third section covers material control 
and production control. Stock control is 
dealt with in some detail in both the receiv- 
ing and issuing of material. The financial 
advantages accruing from standard material 
prices, perpetual inventories, pre-printed 
requisitions, are well brought out. The 
other phases of production control (for 
example, material schedules and machine 
loading) receive due attention, and the 


relationship between production contro] 
and costing is discussed. 

The book contains twelve appendices, jn 
which the operation of flexible budgets in 
conjunction with standard costs is illys, 
trated. The complete transactions of an 
imaginary business for one accountin 
period are set out, and this section should 
prove of inestimable value to students and 
to those accountants who are considering 
the installation of budgetary control and 
standard costing. 

This publication can be recommended 
to all accountants as a valuable contribution 
in the field of industrial accounting. _ 4, x, 


INCOME TAX ON LANDED PROPERTY. By 
N. E. Mustoe, M.A., LL.B. Third edition, 
(The Estates Gazette, Ltd., London. Price 
375. 6d. net.) 

This new edition of Mr. N. E. Mustoe’s 
useful handbook is not content with para- 
phrasing sections of income tax legislation. 
Practitioners are often disappointed to find 
a reference book repeating in simplified 
language a Section of an Act which they are 
quite qualified to read in its original form. 
The great merit of this book is that it con 
tains expert observations on the practical 
effect of the legislation it quotes. To settle 
points of doubt it reproduces at some length 
the decisions of more than three hundred 
cases that have been before the Courts. 
These decisions all relate to the taxation of 
land and property, and in this respect 
alone this volume deserves to rank as an 
important addition to the few books on 
this specialised field of taxation. 

Six chapters are devoted to the taxation 
of property-owning as a business. In the 
ordinary way purchases and sales of 
property by a landowner are regarded as 
capital transactions involving a change of 
investment. But there often comes a time 
when either the frequency or the nature of 
the exchanges constitutes a trade assessable 
to income tax under Schedule D. The 
danger of such a liability to tax confronts 
many landowners, particularly those who 
decide to develop their property. The legal 
decisions reviewed in this book do much to 
clarify the position and ought to be read by 
every accountant who is asked to advise on 
the likelihood of any particular transaction 
in land attracting income tax. 

Now that the Income Tax Act, 1945, has 
permitted relief in respect of capital expendi- 
ture on agricultural and forestry land, the 
range of claims available to a landowner 
has considerably widened. In the case of 
the owner of agricultural property, practi- 
cally everything he spends is eligible for tax 
relief under one claim or another, and under 
the heading of ‘‘ Allowances under Schedule 
A” this book reviews the many ways if 
which Schedule A property tax can be 
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reduced or, in some cases, entirely dis- 
ests of over two hundred pages 
contains those Sections of the Income Tax 
Acts from 1918 onwards, and of other 
gatutes, likely to be of assistance in connec- 
ion with the taxation of landed property. 

Mr. Mustoe’s book may thus fairly be 
gid to bring together a wealth of informa- 
tion for the accountant who deals with the 


fnancial affairs of property owners. 
W. W. W. 


ECONOMICS FOR COMMERCIAL STUDENTS AND 
BUSINESS MEN. By Albert Crew. Thirteenth 

edition, rewritten and enlarged by Leo T. 

Little. (Jordan & Sons, Ltd., London. Price 

12s. 6d. net.) 

The modern practice of including econo- 
mics in the examination requirements of 
most professional bodies has created many 
difficulties. Even where economics is other 
than a subsidiary subject, it must come as a 
shock to the examinee to find, for example, 
a question requiring a knowledge of recent 
developments in the theory of imperfect 
competition, coupled with another asking 
for his views on the International Monetary 
Fund. Yet such questions appear even 
when the subject is subsidiary to the main 
papers. 

The attempts to meet the requirements of 
these candidates can be seen in a flood of 
textbooks purporting to be the answer to the 
student’s prayers. Their variety alone 
provides an eloquent commentary on their 
individual suitability. 

One of the most popular of the textbooks, 
Crew’s Economics, has just been revised 
completely, rewritten and substantially en- 
lagged. The author, Mr. Leo T. Little, has 
performed his task with great skill. There is 
just enough “ theoretical ’’ economics to 
satisfy the academic, and the “ applied ” 
chapters are remarkable for the way in 
which a mass of information has been dis- 
tilled without any loss of readability. Thus 
the two pages on the problem of the 
nationalised industries might well be 
duplicated and distributed before the next 
nationalised corporation lays its accounts 
before Parliament and public! A feature 
of the discussion of “‘ marginal analysis ” is 
the insertion in the text of all the assump- 
tions and caveats so necessary if the theory 
is to be maintained. Yet at no time does 
Mr. Little give the reader the impression 
that this is merely playing with words ; 
many points are deftly illustrated by 
examples from the world known to the 
reader. Particularly valuable nowadays is 
@ lucid chapter on the national income, 
which, combined with the chapters on 
Keynes, provide an excellent summary of 
modern cycle theory. Not all teachers, 
however, would agree with Mr. Little in 
attaching the label of “‘ Keynesian econo- 


mics” to this distinguished economist’s 
contribution to economic thought. Students 
are too fond of labels and names, rather 
than the underlying thought. 

The section on banking is very good, 
although it is a pity that neither the syndi- 
cate nor the special buyer finds mention. 
The chapters on international trade theory 
and practice, on the distribution of industry, 
on State intervention and on the public debt 
are particularly noteworthy for being really 
up to date. 

The discussion of the Budget might have 
been helped by a small table giving the 
revenue and expenditure under their main 
heads, and the need for compression may 
lead the reader to overlook the difficulties 
in the taxation of economic rents. The 
author has an appendix on the theory of the 
equilibrium of the firm, which is so simple 
and clear that it might as well have taken 
its place in the main text. Conversely, it 
would perhaps have been better if part of 
the chapter on “ Keynesian economics ” 
had been put in an apnendix, rather than 
barely half-way through the book. 

Such minor criticisms, which are largely 
criticisms of arrangement, cannot alter the 
fact that Mr. Little has done a first-class 
job. Many, if not all, students will, the 
reviewer suspects, find in his comprehensive 
book the answer to their prayers. A.R.L. 


THE MONTHLY FINANCIAL STATEMENTS. By 
Frederick Staples, c.p.a. (The Counting 
House Publishing Co., Thiensville, Wisconsin, 
U.S.A. No price given.) 

This book, although it extends to less than 
70 pages, should be in the possession of all 
accountants, whether in practice or in 
industry. It could easily have been ex- 
panded to become a sizeable volume, but 
the author has wisely refrained from 
‘“‘ padding,” and in consequence has 
produced a book of small compass which 
requires to be studied closely page by page. 

Briefly, the author traces through the 
form of statements, pointing out that: 
** The monthly financial statement is among 
the most important tools of management, 
guiding management in its financial policy, 
showing the volume and operating results 
of the business, and the trend, assisting in 
the control of costs and expenses, and is of 
value in making decisions with reference to 
lines of product and selling price.” 

This volume is practical in that it gives 
guidance, not only to large concerns, but 
also to medium and smaller ones. The 
suggestions in which it abounds are emi- 
nently sensible. For example, the author 
discusses the position in which comparative 
figures should appear, so as to be readily 
comprehensible by anyone whether accus- 
tomed to the study of figures or not, and the 
items which should be omitted so that 


correct inferences may be made fr_m the 
figures displayed. 

The author points out that “ four- 
weekly ” statements are not necessarily of 
greater advantage than monthly ones, as 
most business concerns still use the calendar 
month for salary payments, statements to 
customers, etc. 

Finally, when reading this work one is 
reminded of the words used by Sir Geoffrey 
Heyworth in his presidential address to the 
Royal Statistical Society, in which he 
pointed out that people go on producing 
figures long after they can be of use as a 
guide to action, simply because those for 
whom they are produced have become 
accustomed to them, and would be lost 
without them. Every figure which is 
produced costs money, and figures perform- 
ing no useful function lower the produc- 
tivity of an organisation. Mr. Staples’ book 
guards one against this. His book is a 
“ must” for most accountants. D. 8. 


ACCOUNTANCY. By William Pickles, B.com. 
(vicT.), F.C.A., A.S.A.A., F.R.S.A., and G, W. 
Dunkerley, m.c., A.c.A. Second edition. 
(Sir Isaac Pitman @& Sons, Ltd., London. 
Price 30s. net.) 

Since the appearance in 1934 of the first 
edition, Pickles’ Accountancy has been the 
treasured possession, a veritable vade- 
mecum, of every conscientious student who is 
anxious to supplement the smaller works on 
the subject in preparing for his examination. 
And after the goal of qualification has been 
attained, the book has remained a valuable 
source of reference to which the practitioner 
can turn for information on many aspects 
of accountancy, which, though well known 
to the Final examinee, are apt to be for- 
gotten by the busy practitioner ! 

A second edition was overdue—no doubt 
its appearance was delayed by war condi- 
tions—as there has been a marked develop- 
ment in the interpretation and application 
of accounting since the first edition was 
published more than fifteen years ago. 
There has also been extensive legislation 
affecting the form of presentation and dis- 
closure in the accounts of companies. 

The new edition has been thoroughly 
revised to conform with the provisions of 
the Companies Act, 1948, and the “ best 
practice ” in accounting has been followed 
in the text-matter by the liberal use of the 
expressed views of the leading professional 
accountancy bodies. Much new matter has 
been introduced and it is interesting to note 
that, in order to make room for the addi- 
tional matter, the exercises which appeared 
at the end of each chapter in the previous 
edition have been transferred to a separate 
book in which, usefully, have been incor- 
porated the answers to the exercises. This is 
a welcome innovation as it enables the main 
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work to be kept within reasonable size to 
the benefit of the reader. 

This work is more than a text-book ; it is 
an “ omnibus ” of accountancy, embracing 
almost every possible aspect of the subject, 
from an explanation of the basic principles 
of double entry book-keeping to the 
preparation of group accounts of holding 
companies. This latter aspect of the subject 
is particularly well covered in a separate 
chapter of 80 pages, while the chapter on 
the historic double account system is 
reduced to a mere three pages—an excellent 
illustration of the attention given by the 
authors to the comparative examination and 
practical aspects of the various sections of 
the subject. 

It is regretted that cost accounts are not 
dealt with, particularly the use of control 
accounts for inter-locking financial and 
costing records, but, ebviously, it is physic- 
ally impossible to include all related subjects 
in a work that is already very comprehen- 
sive. A more serious omission is the absence 
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of any adequate detailed explanation or 
illustration of the modern trend to present 
published accounts in the form of vertical 
statements ; and it is suggested, with due 
deference, that the inclusion of further 
matter on the developing trends in the form 
of presentation of published accounts might 
be considered when a, new edition of the 
work is being prepared. 

It is comparatively easy for a reviewer to 
criticise any work by pointing out minor 
errors or omissions in the text-matter, but a 
“ test audit ” has not revealed any deficien- 
cies in the general contents of the present 
work or in the individual subjects covered 
by its 34 chapters. In these chapters many 
separate subjects are covered from bills of 
exchange to bank book-keeping, packages 
to P.A.Y.E., single entry to Stock Ex- 
change transactions, and, what is more 
important from the reader’s viewpoint, the 
detailed explanation is supported by 
numerous illustrative examples showing the 


Legal 


Notes 


Appointment of administrator in special circum- 
stances. 

By Section 162 (1) of the Supreme Court 
of Judicature (Consolidation) Act, 1925, as 
amended by Section g of the Administration 
of Justice Act, 1928, 

if, by reason of the insolvency of the estate of 
the deceased or of any other special circum- 
stances, it appears to the Court to be necessary 
or expedient to appoint as administrator some 
person other than the person who, but for this 
provision, would by law have been entitled 
to the grant of administration, the Court may 
in its discretion . . . appoint as administra- 
tor such person as it thinks expedient. 

InRe Taylor, deceased (1950,2 A.E.R. 
446), a testatrix had left a considerable 
estate to her 21-year-old daughter who was, 
of course, the person normally entitled to 
take out letters of administration. Some 
relatives, however, contended that owing 
to a background of ill-health she was too 
immature for the task of administration and 
that this was a “special circumstance ” 
which would justify the Court in making a 
trustee company the administrator for a 
year or two until the daughter should gain 
experience. Wilmer, J., held that even if 
(which he did not decide) the daughter was 
immature, he ought not to grant letters of 
administration to the trustee company : he 
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was inclined to the view that “ special 
circumstances ”” meant only special circum- 
stances in connection with the estate itself 
or the administration of the estate, but even 
if the meaning was wider he declined to use 
the Section for the ulterior purpose of 
controlling the disposition of the daughter’s 
estate. 


Contract—Power of Court to qualify literal 
terms. 

In 1941 film distributors had made a 
contract with exhibitors to supply newsreels 
periodically, one of the terms being that the 
contract could be terminated by either 
party on four weeks’ notice. In 1943 the 
contract was varied to meet the changes 
brought about by the Cinematograph Film 
(Control) Order, 1943 ; it was agreed that 
the contract, as varied, should remain in 
force until the Order was cancelled and 
that thereafter the original terms as to 
notice should again apply. The Order had 
been made by virtue of regulations under 
the Emergency Powers (Defence) Act, 1939, 
in order to help the prosecution of the war. 
That Act expired in 1946 and was replaced 
by the Supplies and Services (Transitional 
Powers) Act, 1945, which gave powers of 
making orders, inter alia, to secure a 


practical application of accounting prin. 
ciples. 

The book contains a wealth of cetail ang 
can be strongly recommended as a 
excellent and profitable investment to th 
student preparing for the ordeal of modem 
examinations. For the qualified accountan 
whether in practice or in commerce, it isa 
first-class book of reference on almost ever 
aspect of accountancy, worthy of a promi. 
nent place on his desk. 


R. G. W, 
BOOKS RECEIVED 

JORDANS INCOME TAX GUIDE 1950-1951, 

Compiled by Charles W. Chivers. Twep. 


tieth edition. 
1s. 6d. net.) 


BOOK-KEEPING AND ACCOUNTANCY FOR PRi- 
VATE COMPANIES. By Owen J. West, F.c.a,, 
F.C.1.8. Fourth edition, revised in accordance 
with the provisions of the Companies Act, 
1948. (Jordan & Sons, Ltd. Price ros. 6d. net) 
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sufficiency of supplies essential to the well- 

being of the community. The Cinemato- 
graph Film (Control) Order was kept in 
force under the 1945 Act and was not 
cancelled. 

In these circumstances it is plain that 
according to its literal terms the contract 
could not be terminated by notice, but the 
exhibitors did give notice and claimed that 
they were entitled to do so because the 
parties had only contemplated that the 
Order would remain in force for its original 
purpose of helping the prosecution of the 
war. The Court of Appeal in British 
Movietonenews v. London Cinemas 
(1950, 2 A.E.R. 390) upheld the exhibitors’ 
claim : in the words of Denning, L.J. : 

no matter that a contract is framed in words 
which, taken literally or absolutely, cover 
what has happened, nevertheless, if the 
ensuing turn of events was so completely 
outside the contemplation of the parties that 
the Court is satisfied that the parties, as 
reasonable people, cannot have intended that 
the contract should apply to the new situation, 
then the Court will read the words of the 
contract in a qualified sense : it will restrict 
them to the circumstances contemplated by 
the parties: it will not apply them to the 
uncontemplated turn of events but will do 
therein what is just and reasonable. 

These principles have, of course, been 
enunciated before but in no previous case, 
perhaps, has there been so great a departure 
from the old principle that the words of a 
contract should be taken literally if possible. 
There is no doubt that the old principle did 
lead in many cases to harsh decisions, but 
it seems that the new principles, if applied 
too widely, may lead to considerable 
uncertainty. 
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THE 


Incorporated 


SOCIETY OF 


Accountants 


COUNCIL MEETING 


ee 


JuLy 27, 1950 
Present : Mix. A. STUART ALLEN (PRESIDENT), 
Mr. C. Percy Barrowcliff (Vice-President), 
Mr. John Ainsworth, Sir Frederick Alban, 
Mr. Edward Baldry, Mr. R. Wilson 
Bartlett, Mr. R. M. Branson, Mr. F. Sewell 
Bray, Mr. A. Brodie, Mr. Henry Brown, 
Mr. A. H. Edwards, Mr. E. Cassleton 
Elliott, Mr. M. J. Faulks, Mr. W. H. Fox, 
Mr. Alexander Hannah, Mr. Walter 
Holman, Sir Thomas Keens, Mr. W. H. 
Marsden, Mr. A. E. Middleton, Mr. 
Bertram Nelson, Mr. T. H. Nicholson, 
Mr. T. Harold Platts, Miss P. E. M. 
Ridgway, Mr. P. G. S. Ritchie, Mr. R. E. 
Starkie, Mr. Percy Toothill. 

The President extended the congratula- 
tions of the Council to Mr. A. E. Middleton 
won his appointment by the Minister o” 
Agriculture as a member of the Hops 
Marketing Board, and to Sir Richard 
Yeabsley upon his appointment by the 
President of the Board of Trade to two 
committees to consider and advise on the 
supply position of utility cotton goods and 
utility rayon goods respectively. 


REPORTS OF COMMITTEES 

Reports were received of recent meetings of 
the Finance and General Purposes, Dis- 
ciplinary, Applications, and Examination 
and Membership Committees and of the 
Board of Examiners. 

The Council also received the minutes of 
recent meetings of the Committees of the 
South African Branches. 


TAXATION COURSE AT ASHRIDGE 
Authority was given for a copy of each of the 
six papers presented at the Taxation Course 
at Ashridge College in June, 1950, to be 
supplied to every member of the Society 
free of charge. Additional copies would be 
obtainable from the Secretary at 2s. each 


paper (by post as. 3d.). 


EXAMINATIONS, 1951 
It was decided that the Society’s examina- 
tions be held on the following dates during 
1951: May 1, 2 and 3, and November 13, 
14, 15 and 16, 


ASSISTANT SECRETARY 
The Council resolved that Mr. James 
Darrell Nightingirl, Incorporated Accoun- 
tant, be appointed Assistant Secretary of 
the Society. 


MEMBERSHIP 


The Council considered applications for 
advancement to Fellowship, for admission 
to membership of the Society, and for 
registration as members in retirement. 


RESIGNATIONS 


A report was received of the resignation of 
Mr. Eric John Walter Lownds, Associate, 
Stanmore. 
DEATHS 

The Secretary reported the death of each of 
the following members: Black, William 
Charles (Fellow), Newport, I.W. ; Brown, 
Ralph Worthington (Associate), Wigan ; 
Clark, Horace Bower (Associate), Tedding- 
ton, Middlesex; Cocker, Hubert (Asso- 
ciate), Manchester ; Davis, Sydney Farrar 
(Associate), Bristol ; Doherty, Martin Lee 


(Associate), Worthing; Flinn, Thomas 
Condren (Fellow), Dublin ; Green, Thomas 
Guthrie (Fellow), Durham; Gulliver, 


Charles Lemuel (Associate), Hemel Hemp- 


stead ; Harper, Arthur James (Fellow), 
London; Harris, Reginald John (Asso- 
ciate), London; Kelly, Robert Alsop, 


c.m.G. (Associate), London ; Levie, George 
Elder (Associate), Bromley ; Long, Philip 
(Associate), Liverpool; Redfearn, Percy 
Gladstone (Associate), Parkstone ; Shaw, 
Kenneth Stephenson (Associate), Stockport ; 
Stott, Walter (Associate), Manchester ; 
Walsh, Thomas (Associate), Manchester ; 
Watson, Arnold (Associate), Manchester. 


RESULTS OF EXAMINATIONS IN 
SOUTH AFRICA 


MAY 1950 


FINAL EXAMINATION 
Candidates Passed (13) 


Dexker, Herman Jan (with S. Frank & 
Co.), Cape Town ; Greco, Eric Hartwell 
(formerly with Curry, Carruthers & Thomp- 
son), Johannesburg ; Hanns, Harry Fred- 
erick (Hands & Shore), Cape Town; 
Harrison, Brian Crawford (with Goldby, 
Panchaud & Webber), Johannesburg ; 
Katz, William (Michael Berman & Co.), 
Cape Town ; Koster, Pieter (with Gibson, 
Hay & Fenwick), Pretoria; Noyce, 
Michael John (with W. Murray Smith & 
Berend), Durban ; Putker, Anthony John 
(with Walter Hinton & Pulker), Cape 
Town; Sxrmyner, Napier Leland Craven 
(with Alex. Aiken & Carter), Johannes- 
burg; SmyrHEe, Mervyn Gerald (with 


Whiteley Brothers), Johannesburg ; Stripe, 
Leonard Railton (formerly with Whiteley 
Brothers), Johannesburg ; THOMSON, 
William Algie (with Hemphill, Anderson & 
Co.), Johannesburg ; Trove, Peter Gustave 
Arthur (with Deloitte, Plender, Griffiths, 
Annan & Co.), Johannesburg. 

(Eight candidates failed to 
Examiners.) 


satisfy the 


EXAMINATIONS 


Tue Previminary, INTERMEDIATE AND FINAL 
Examinations of the Society will be held on 
November 14, 15 and 16, 1950, at London, 
Manchester, Leeds, Birmingham, Liverpool, 
Cardiff, Glasgow, Dublin and Belfast. 

Candidates are asked to obtain their 
application forms from the Honorary 
Secretary of their Branch or District Society. 

Completed applications, with all relevant 
supporting documents and the fee, should 
be sent to the Secretary, Society of In- 
corporated Accountants, Incorporated 
Accountants’ Hall, Victoria Embankment, 
London, W.C.2, not later than Monday, 
September 18, 1950. 


DISTRICT SOCIETIES 


NORTH STAFFORDSHIRE 
ANNUAL REPORT 

THE MEMBERSHIP COMPRISES 17 FELLOWs, 60 
Associates and 88 students : total 165. 

The session opened with an informal 
dinner at which Mr. A. Dickson, A.s.A.A., 
gave a talk on the Cambridge courses. Six 
lectures were held. Invitations were extended 
to other professional bodies, and our 
members and students received invitations 
from them. 


SHEFFIELD 
SYLLABUS OF LECTURES, 1950-51 

1950 

Oct.9. “Some Problems of Private 
Enterprise,” by Brig. K. Har- 
greaves, M.B.E., T.D., F.C.LS. 

Nov. 3. ‘“‘ Taxation — Keeping up to 
date,” by Mr. H. A. R. J. 
Wilson, F.C.A., F.S.A.A. 

Nov. 13. “‘ Behind Balkan Barriers,” by 
Mr. George Bilainkin. 

Dec. 11. “‘ Great Figures I have known,” 
by Lady Violet Bonham 
Carter. 

Dec. 15. “Group Consolidated Ac- 
counts,” by Mr. R. Glynne 
Williams, F.C.A., F.T.1.1. 

1951 

Jan. 8 ** Atomic Energy : The Dawn of 
a New Era,” by Professor L. S. 
Palmer, D.SC., PH.D., F.INS.P., 
M.LE.E. 

Jan. 12 “ Modern Developments in Ac- 


countancy Principles,” by Mr. 
R. Glynne Williams, F.c.a., 
F.T.LI. 
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** Modern Auditing Procedure,” 
by Mr. W. W. Bigg, F.c.a., 
F.S.A.A. 

“ The Accountant as Executor,” 
by Mr. R. Glynne Williams, 
F.C.A., F.T.LI 

* Taxation in a Welfare State,” 
by Professor J. H. Jones, M.A., 
LL.D. (Emeritus Professor of 
Economics, Leeds University). 

** Inside Europe, 1950,” by Mr. 
Bernard Newman. 


Jan. 31 


Feb. 9 


Feb. 12. 


Mar. 12. 


SWANSEA AND SOUTH-WEST WALES 


ANNUAL REPORT 
THE MEMBERSHIP IS 172, MADE UP OF 72 
senior members and 100 students. 

Lectures were arranged jointly with the 
local organisations of the Chartered Insti- 
tute of Secretaries, the Association of 
Certified and Corporate Accountants, and 
the Institute of Municipal Treasurers and 
Accountants, and the West Wales Chartered 
Accountant Students’ Society. Seven prin- 
cipal lectures: were held, in addition to five 
arranged specially for students. The 
principle of holding joint meetings has 
operated for several years and has been very 
successful. The Executive Committee has 
therefore again collaborated with the same 
professional bodies in arranging similar 
series of lectures for members and students 
during the coming session. Refresher 
courses for students will also be held just 
prior to the November, 1950, and May, 
1951, examinations. 

Sincere thanks are extended to all the 
lecturers. 

The library has been built up to useful 
proportions and is well used by members 
and students. A catalogue has been issued. 
The Executive Committee records its 
appreciation of the unobtrusive and very 
efficient work of the honorary librarian, 
Mr. J. G. Powell, A.s.a.a. 

Mr. A. Altorfer and Mr. O. W. Gray 
have resigned from the Committee on 
taking up appointments in other areas. 


PERSONAL NOTES 


Mr. R. E. Grieveson, M.B.E., F.S.A.A.9 
honorary secretary of the South African 
(Northern) Branch of the Society, has been 
elected President of the Transvaal Society 
of Accountants. 

Mr. R. Morrell, aA.s.A.a., has com- 
menced public practice at 103A, Manning- 
ham Lane, Bradford, under the style of 
Bradford, Morrell & Co. 

Messrs. J. Geoffrey Hanwell & Co., 
Chartered Accountants, Hull and Great 
Grimsby, have admitted to partnership Mr. 
lan Hewitt, D.F.c., A.c.A. 

Messrs. A. J. Downs & Co., Chartered 
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Accountants, Hull and Great Grimsby, 
announce that Mr. Ian Hewitt, D.F.c., A.C.A., 
has been admitted to partnership. 

Mr. H. H. Kilvington, F.c.a., has taken 
into partnership Mr. W. S. Atkinson, 
AS.A.A. They are practising as H. H. 
Kilvington & Co. at 17-19, Scarborough 
Street, West Hartlepool. 

Mr. E. M. Combe, a.s.a.A., and Mr. W. 
Newman, A.S.A.A., have commenced public 
practice under the firm name of Combe, 
Newman & Co., Incorporated Accoun- 
tants, at 19, Blandford Place, George 
Street, Baker Street, London, W.1. 

Messrs. Edward Bicker & Son, Incorpor- 
ated Accountants, Bournemouth, announce 
that they have changed their firm name to 
Bicker, Son & Dowden. Mr. Hedley J. 
Bicker, F.s.A.A.. and Mr. Stanley G. 
Dowden, F.s.A.A., the present partners, will 
continue to conduct the practice as in the 
past. 

Messrs. J. H. Henderson, Griffiths & Go., 
Incorporated Accountants, Cardiff and 
London, announce that they have taken 
into partnership Mr. K. H. Fiddling, 
A.S.A.A., and that the name of the firm has 
been changed to Henderson, Griffiths & Co. 

Mr. V. B. Gwillim, a.s.a.a., has taken 
Mr. D. J. Lewis, A.s.A.A., into partnership 
in the firm of Gwillim & Co., Incorporated 
Accountants, Wolverhampton. 


REMOVAL 


Messrs. Hilton, Sharp & Clarke announce 
that their address is now 13, Ship Street, 
Brighton, 1. Telephone, Brighton 26578. 


OBITUARY 


HERBERT Puitre GOwWEN 


A former Lord Mayor of Norwich and a 
Past President of the Incorporated Accoun- 
tants’ District Society of East Anglia, Mr. 
H. P. Gowen, 0.B.E., F.S.A.A., died on 
August 5 at the age of 79. Although for 
some time he had suffered from ill-health, 
he was in attendance only a few days before 
his death at the office of his firm, Messrs. 
Harman & Gowen, Incorporated Accoun- 
tants, in which he was senior partner. 

Mr. Gowen commenced public practice in 
Norwich shortly after qualifying as an 
Incorporated Accountant in 1901. 

When the East Anglian District Society 
was founded in 1929, Mr. Gowen—who was 
then Lord Mayor of Norwich—took an 
active part and was one of the Vice- 
Presidents. He was President of the District 
Society from 1932 to 1935, and again from 
1947 to 1949. 

Mr. Gowen was first elected to the 
Norwich City Council in 1910. He held the 
office of Sheriff for the year 1918-19, and 


was Lord Mayor in 1928-29. He presided 
over the committee which organised the 
Civic Week on the occasion of the opening 
of the City Hall by the King and Queen jg 
1938. He was a Justice of the Peace foe 
many years. His services as chairman gf 
the Norwich Savings Committee wep 
recognised by the honour of 0.8.8. in 1949, 
when he became the first Vice-President 
During the war he was a member of the 
Regional Price Regulation Committee, 

The Norwich Amenities Preservation 
Society and the Friends of Norwich 
Cathedral were organisations in which Mg, 
Gowen was actively interested. He had 
been chairman of Norwich Publicity 
Association, President of the Norwich 
Chamber of Commerce, and for over thirty 
years secretary of the Norwich Boot and, 
Shoe Manufacturers’ Association. In Free 
masonry, he was given Grand Lodge 
honours in 1945. He was chairman of the 
Finance Committee of Princes Street 
Congregational Church. 

The funeral at the Rosary Cemetery on 
August 9 was preceded by a service in 
Norwich Cathedral. 


Ernest GEORGE WHITE 


We record with much regret the death on 
July 29 of Mr. E. G. White, F.s.aay 
Carmarthen, the immediate Past-President 
of the Swansea and South-West Wale 
District Society of Incorporated Accoun 
tants. 

Mr. White was 61 years of age. After 
many years in the service of Messrs. David 
Owen & Co. at Bath, he became a member 
of the Society in 1921, and commenced 
practice in Carmarthen in 1923. He con 
tinued this practice until the time of his 
death. 

The Swansea and South-West Wales 
District Society has suffered a severe loss, 
Mr. White gave unstinting service to the 
District Society and to the interests of the 
profession, and his administrative ability 
was of particular value during his periods 
of office as Vice-President from 1946 to 1948 
and as President for the ensuing two years t0 
Maich 31, 1950. His wise counsel will be 
badly missed. 

The funeral service took place at Christ 
Church, Carmarthen, on August 1. The 
District Society was represented by the 
President, Mr. E. E. Porter, F.s.A.A., and by 
Mr. S. Lloyd Francis, F.s.A.A. 


Balham and Tooting College of Commerce 
Course on Mechanised Accounting 


A course on mechanised accoynting will be 
held on Monday evenings at 7 p.m., commencing 
on September 25, at the Balham and Tooting 
College of Commerce (London County Council); 
Tooting Broadway, London, S.W.17. 
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